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EXECUTIVE  SUMMARY 

This  report  has  been  prepared  pursuant  to  Section  2355  of  Public 
Law  98-369,  the  Deficit  Reduction  Act  of  1984.   Section  2355 
mandated  the  Secretary  of  Health  and  Human  Services  to  approve 
with  appropriate  terms  and  conditions,  applications  or  protocols 
submitted   to  waive  certain  requirements  of  Titles  XVIII  and  XIX 
of  the  Social  Security  Act  so  as  to  demonstrate  the  concept  of  a 
social  health  maintenance  organization  (S/HMO).   Furthermore 
Congress  mandated  that  these  demonstrations  occur  with 
organizations  described  In  Health  Care  Financing  Administration 
Project  No.  18-P-970604/1  by  the  University  Health  Policy 
Consortium,  Brandeis  University.   These  organizations  are: 

o    Kaiser   Permanente  -  Northwest  Region  (KP), 

Medicare  Plus  II.  Portland,  Oregon 
O    Metropolitan  Jewish  Geriatric  Center,  Elderplan 

Brooklyn,    New   Yorl<  ' ■' 

o    Ebenezer  Society-Group  Health,  Inc.,  Seniors  Plus 

Minneapolis,  Minnesota  ' ' 

o  Senior  Care  Action  Network,  SCAN  Health  Plan  (SHP) 

Long  Beach,  California.      "~         ~ ' 

The  statutory  language  states  four  salient  features  of  the 
S/HMO  model : 

o     "...provides  for  the  integration  of  health  and  social 

services  under  the  direct  financial  management  of  a  provider 
of  services." 

o     "...all  Medicare  services  will  be  provided  by  or  under 
arrangements  made  by  the  organization  at  a  fixed  annual 
capitation  rate  for  Medicare  of  100  percent  of  the  adjusted 
average  per  capita  cost  [AAPCC] . " 

o     "...Medicaid  services  will  be  provided  at  a  rate  approved  by 
the  Secretary. " 

o     "...ail  payors  will  share  risk  for  no  more  than  2  years  [the 
first  30  months  of',the  demonstration],   with  the 
organization  being  at  full  risk  In  the  third  year  [the 
last  12  months  of  the  demonstration]." 
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Federal  Interest  In  the  S/HMO  concept  grew  out  of  three  Issues 
affecting  delivery  of  health  and  long-term  care  services  to  older 
persons  (Leutz,  et  a!., 1985): 

o    The  growth  of  risk-based,  managed  care  Medicare 

alternatives  (I.e.,  health  maintenance  organizations 
and  competitive  medical  plans)  that  encourage  health 
care  providers  to  work  together  efficiently. 

o    The  absence  of  appropriate  Insurance  mechanisms  for  chronic 
(I.e.,  the  need  for  the  development  of  long-term  care 
Insurance  options). 

o    The  under-deveiopment  of  home  and  community-based  chronic 
care  services,  and  the  fragmented  arrangements  for 
managing  the  care  of  functionally  Impaired  older 
persons  across  the  full  range  of  acute  and  long-term 
care  services. 

The  S/HMO  model  offers  aged  Medicare  beneficiaries  a  prepaid 
health  care  alternative  to  standard  f ee-for-servlce  Medicare 
coverage  and  extends  the  typical  benefit  package  offered  by 
Medicare  risk-based  HMO  and  CMP  contractors  to  Include  both  home 
and  community-based  and  Institutional  chronic  care  services. 

Promotion  of  the  S/HMO  concept  through  changes  In  Medicare 
eligibility,  reimbursement,  or  coverage  policies,  associated 
especially  with  risk-based  contracting  with  HMOs  and  CMPS  under 
the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA) 
requires  knowledge  about  the  model's  operational  feasibility  and 
cost-effectiveness.   To  this  end.  Congress  also  specified  that 
HCFA  sponsor  an  evaluation  of  the  S/HMO  demonstrations.   HCFA's 
Office  of  Demonstrations  and  Evaluations  contracted  with  the 
Institute  for  Health  and  Aging,  University  of  California,  San 
Francisco  to  conduct  this  evaluation  on  September  17,  1985.   The 
period  of  performance  for  this  evaluation  Is  50  months. 

Section  2355  directs  HCFA  to  forward  the  evaluator's  findings  to 
Congress  no  later  than  42  months  after  the  enactment  of  P.L.   98- 
369  or  January  1988.   Since  one  of  the  four  demonstrations  began 
operations  January  1,  1985  and  the  other  three  sites,  March  1, 
1985,  this  report  examines  the  S/HMO  concept  during  the  first  30 
months  of  the  demonstration. 

During  this  30  month  period,  HCFA  and  States  consented  to  share 
financial  risk  with  the  four  sites.  For  three  of  the  sites  (i.e.. 
Seniors  Plus,  Elderplan,  and  SHP),  risk-sharing  Included 
expenditures  for  standard  Medicare  Part  A  and  Part  B  acute  care- 
related  services,  and  the  unique  S/HMO  chronic  care  benefit 
package.   Risk-sharing  with  Kaiser  Portland's  Medicare  Plus  II 
related  only  to  chronic  care  services  and  the  State  did  not 
part Ic I  pate. 
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This  Interim  report  does  not  provide  Insights  Into  the 
performance  of  these  demonstrations  In  the  absence  of  risk- 
sharing.  For  this  reason,  HCFA  cannot  recommend  specific  changes 
In  the  Medicare  program  that  could  facilitate  the  growth  of  the 
S/HMO  concept.   All  four  of  the  demonstration  sites  are  now  at 
full  risk.   Section  4018  (b)  of  Public  Law  100-203,  the  Omnibus 
Budget  Reconciliation  Act  of  1987,  extended  the  demonstration 
unt,l  I  September  30,  1992  and  required  a  final  report  by  March  31, 
1993. 

This  report  emphasizes  issues  related  to  the  S/HMO  concept's 
operational  feasibility,  rather  than  the  model's  cost- 
effectiveness  (e.g.,  what  would  the  acute  and  chronic  care  costs 
for  S/HMO  enrol  lees  have  been  if  these  persons  had  remained  in 
f ee-for-service  or  Joined  a  competing  Medicare  HMO  risk- 
contractor  ?),  Health  care  utilization  data  Is  still  being 
complied  for  f ee-f or-serv I ce  functionally  Impaired  Medicare 
beneficiaries  who  serve  as  the  principal  comparison  group  to 
functionally  Impaired  S/HMO  enrol  lees.  Thus,  this  report  does  not 
include  analyses  of  demonstration  effects  on  beneficiaries'  use 
of  acute  care  and  chronic  care  services  (I.e.,  to  estimate  what 
the  utilization  experience  of  impaired  S/HMO  enrol  lees  would  have 
been  In  the  absence  of  the  demonstration). 

This  report  presents  analyses  related  to  the  following  questions: 

o     To  what  extent  have  the  S/HMOs  been  successful  In 

consolidating   acute  health  care  and  chronic  care  services? 

o    What  has  been  the  impact  of  S/HMO  organization  and 
management  on  services  utilization  and  financial 
per  f ormance? 

o    How  effective  have  S/HMO  marketing  practices  been  in  the 
demonstration  sites  enrolling  a  broad  cross-section 
of  the  elderly  population,  including  Medicaid  eligible 
Medicare  beneficiaries  and  persons  "at  risk"  of 
institutionalization?  How  did  product  design,  competitive 
market  forces,  and  marketing  practices  affect  S/HMO 
enro I Iments? 

o    How  aware  were  Medicare  beneficiaries  of  the  S/HMO 

as  an  alternative  to  f ee-f or-serv i ce  Medicare  coverage  and 
coverage  available  through  TEFRA  risk-based  prepaid  health 
plans  ?  How  did  beneficiaries  become  aware  of  the  S/HMO 
alternative?  Why  did   beneficiaries  choose  to  Join  a  S/HMO  ? 

o     What  were  the  effects  of  case  management  on  enrollees' 
eligibility  for  and  use  of  the  S/HMOs'  chronic  care 
benefits?  What  were  the  primary  roles  of  S/HMO  case 
managers?  Did   S/HMO  case  managers  perform  the  same 
tasks  across  the  four  demonstration  sites?  How  much  did 
S/HMO  case  management  cost? 
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The  most  Important  observations  In  this  report  are: 

o    From  an  organizing  and  management  perspective,  developing 
the  S/HMO  concept  In  the  context  of,  or  In  association 
with,  a  mature  health  maintenance  organization 
committed  to  serving  Medicare  beneficiaries  (e.g., 
TEFRA  HMOs  with  a  minimum  of   5000  aged  Medicare 
•    beneficiaries)  Is  less  costly  and  administratively  less 
complicated  than  having   long  term  care 
providers  (e.g.,  organizations  that  offer 
comprehensive  mu 1 1 1  -  I  eve  I  residential  and  home  and 
community-based  long-term  care  services)  first  develop 
the   acute  care  services  Infrastructure  necessary  to 
support    S/HMO  chronic  care  benefits.  However,  results 
of  the  yet  to  be  completed  cost-effectiveness  analysis 
may  modify  this  interim  conclusion. 

o    For  mature  HMOs  that  already  have  a  TEFRA  HMO  or  CMP 
contract,  there  appear  to  be  two  principal  organizing 
questions:  (1)   how  to  simultaneously  market  more  than 
one  Medicare  prepaid  health  plan  and  (2)  how  to 
integrate  the  chronic  care  services  component  of  the 
S/HMO  concept  with  existing  acute  care  delivery 
systems.  In  its  marketing  approach,  KP  purposively 
minimized  the  problem  of  Medicare  product  competition. 
Seniors  Plus  did  experience  enrollment  problems  that 
can  be  associated  with   Its  sponsor,  Group  Health, 
Inc.,  dually  marketing  the  S/HMO  and  a  TEFRA  HMO.  With 
much  concerted  effort  on  the  part  of  S/HMO  staff, 
problems  In  services  integration  were  not  encountered. 

o    Long  term  care  organizations  Interested  In  developing 
the  S/HMO  concept  need  to  fully  understand  the 
considerable  staff  and  financial  resources  and  prepaid 
acute  health  care  managerial  expertise  that  Is 
necessary  for  successful  S/HMO  start-up.   Based  on 
Elderplan's  and  SHP's  experience,  long  term  care 
providers  considering  Initiating  a  S/HMO-type  venture 
should  anticipate  the  need  for  external  assistance  to 
share  the  financial  risks  and  management  challenges  of 
such  an  organizational  innovation. 

o    All  S/HMOs  were  able  to  contain  hospital  use  at  or  below 
their  own  budget  projections,  and  at  levels  below  that 
provided  to  f ee-f or-serv I ce  Medicare  beneficiaries  In 
their  communities. 

o    All  the  S/HMOs  lost  substantially  more  money  than  they 
expected  to  lose  during  the  developmental  phase  of  this 
demonstration.  At  three  sites  (i.e.,  Elderpian,  SHP ,  and 
Seniors  Plus),  financial  losses  were  primarily 
attributable  to  high  start-up  and  administrative  costs, 
coupled  with  much  lower  than  expected  enrollments 
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(I.e.,  considerably  less  revenue  than  projected).   At 
KP's  Medicare  Plus  II,  losses  were  related  to  providing 
Medicare  covered  services  and  not  to  providing  tlie 
S/HMO  chronic  care  services  benefits  where  a  surplus 
resu I  ted. 

As  designed  and  marl<eted,  with  the  exception  of  KP ,  the 
S/HMOs  experienced  difficulties  In  competing  with  available 
prepaid  health  plan  Medicare  alternatives.  Factors 
negatively  affecting  the  S/HMOs'  competitive  position  were 
price,  limitations  in  advertising  budgets,  difficulties  in 
developing  marketing  strategies  that  attempted  to  use  the 
chronic  care  services  component  of  the  S/HMO  benefit  package 
to  differentiate  the  product  from  high  option  TEFRA  HMO 
alternatives,  and  an  externally  imposed  capacity 
constraint  on  enrolling  nursing  home  certifiable 
persons . 

With  the  exception  of  Eiderplan,  the  demonstration  sites 
appear  to  have  enrolled  a  representative  cross-section  of 
Medicare  beneficiaries  as  evidenced  by  their  members 
functional  Impairment  levels  compared  to  the  functional 
status  of  fee-for-servlce  beneficiaries  In  their  market 
areas.   The  percentage  of  severely,  and  especially, 
moderately  impaired  persons  who  enrolled  In  three  of 
the  four  demonstrations  was  greater  than  or  equal  to  an 
estimated  distribution  of  functional  Impairment  among 
fee-for-serv ice  beneficiaries  In  Portland,  Long  Beach, 
and  the  Tw I n  C 1 1  ies . 

Compared  to  persons  who  could  have  enrolled  in  the 
S/HMOs  but  decided  to  Join  TEFRA  competitors  instead, 
based  upon  Impairment  levels,  the  S/HMOs  appear  to  have 
experienced  an  adverse  selection  relative  to  their 
compet 1 1  ion. 

This  finding  has  direct  implications  for  how  the 
availability  of  chronic  care  services  affects  marketing  the 
S/HMO.  Since  the  S/HMOs  are  also  offering  expanded  services 
(e.g.,  prescription  drugs,  eyeglasses),  to  the  extent 
that  they  further  promote  the  unique  chronic  care 
benefits  package  as  a  means  of  differentiating 
themselves  from  TEFRA  HMO  competition,  they  risk 
Increasing  the  probability  of  attracting 
disproportionate  numbers  of  severely  or  moderately 
Impaired  Medicare  beneficiaries  (i.e.,  encourage 
adverse  selection). 


Compared  to  TEFRA  HMO  enrol  lees  who  tended  to  Join 
prepaid  health  plans  based  on  financial  considerations. 
Medicare  beneficiaries  clearly  tended  to  join  the  S/HMO 
to  obtain  more  benefits. 

The  evaluation  has  no  direct  empirical  evidence  as  to 
whether  Medicare  beneficiaries  Joining  a  S/HMO 
primarily  because  of  additional  benefits  were 
especially  attracted  because  of  chronic  care  services 
availability  or  because  of  expanded  services  not 
covered  by  Medicare  or  available  HMO  alternatives 
(e.g.,  prescription  drugs).  However,  data  on  the 
likelihood  of  nursing  home  admission  and  use  of 
community-based  chronic  care  services  prior  to 
enrollment  and  the  likelihood  of  purchasing  long  term 
care  Insurance  would  seem  to  indicate  that  the 
availability  of  the  chronic  care  services  component  of 
the  S/HMO   benefit  package  was  not  a  primary 
contributor  to  the  enrollment  decision. 

The  finding  that  an  estimated  49  to  62  percent  of  TEFRA 
HMO  enrol  lees  and  29  to  38  percent  of  f ee-for-serv Ice 
Medicare  beneficiaries  surveyed  believed  they  had 
chronic  care  services  available  under  their  current 
coverage  Is  evidence  of  possible  confusion  over  the 
coverage  limits  of  standard  Medicare  SNF  and  home 
heal th  benef I ts. 

Given  differences  among  the  sites  in  the  selection  of 
eligibility  criteria  and  In  the  procedures  for 
conducting  health  and  functional  status  assessments, 
the  four  S/HMOs  vary  considerably  In  the  groups  of 
S/HMO  enrol  lees  that  have  been  permitted  access  to 
chronic  care  services. 

To  date,  It  appears  that  S/HMO  case  managers  have  been 
able  to  monitor  and  allocate  chronic  care  benefits  with 
considerable  success.   Few  functionally  impaired 
enrol  lees  using  chronic  care  services  have  exhausted 
these  benefits.   However,  further  analysis  is  needed  on 
the  relationship  between  the  use  of  chronic  care 
services  and  the  actual  clinical  needs  of  S/HMO 
enrol  lees  eligible  to  receive  these  services. 
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o    Level  of  expenditures  for  S/HMO  chronic  care  benefits  result 
from  a  complex  Interaction  between  managing  acute  care 
utilization,  applying  assessment  criteria  for 
determining  enrol  lees'  eligibility  to  receive  chronic 
care  benefits,  negotiating  favorable  payment  rates  for 
Institutional  and  In-home  chronic  care  services,  and 
allocating  chronic  care  benefits  balancing  the  use  of 
Informal  caregivers  with  formal  services,  capped  by  a 
,   dol lar  I Imlt. 

In  summary,  the  experience  of  the  four  S/HMO  projects  to  date 
Indicates  that  the  easiest  to  Implement  test  of  the  S/HMO  concept 
would  occur  in  association  with  financially  viable,  mature  HMOs 
or  CMPs  that  have  demonstrated  a  commitment  to  serve  the  Medicare 
population  through  sustained  growth  of  Medicare  enrol  lees.  A 
financially  viable  prepaid  health  plan  appears  to  be  a  necessary 
condition  for  successfully  implementing  the  S/HMO  concept. 
Testing  the  Integration  of  the  chronic  care  services  component  of 
the  S/HMO  model  In  such  an  organizational  environment  minimizes 
the  need  to  differentiate  the  negative  Impacts  of  start-up 
related  problems  associated  with  new  acute  care  prepaid  health 
plans  from  program  impacts  directly  related  to  the  unique 
organizing  and  financing  characteristics  of  a  S/HMO. 
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I ,    Background 

A.    Congressional  Mandate 

This  report  has  been  prepared  pursuant  to  Section  2355  of  Public 
Law  98-369,  the  Deficit  Reduction  Act  of  1984.   Section  2355 
required  the  Secretary  of  Health  and  Human  Services  to  approve, 
wllh  appropriate  terms  and  conditions,  applications  or  protocols 
submitted   to  waive  certain  requirements  of  titles  XVIII  and  XIX 
of  the  Social  Security  Act  so  as  to  demonstrate  the  concept  of  a 
social  health  maintenance  organization  (S/HMO).   Furthermore, 
Congress  mandated  that  these  demonstrations  occur  with 
organizations  described  In  Health  Care  Financing  Administration 
(HCFA)  Project  No.  18-P-970604/ 1  with  the  University  Health 
Policy  Consortium,  Brandels  University.   These  organizations  are: 

o    Kaiser  Permanente  -  Northwest  Region  (KP), 

Medicare  Plus  II,  Portland,  Oregon 
o    Metropolitan  Jewish  Geriatric  Center,  Elderplan, 

Brooklyn,  New  York 
O    Ebenezer  Society-Group  Health,  Inc.,  Seniors  Plus, 

M I  nneapo Ms,  Ml  nnesota 
o    Senior  Care  Action  Network,  SCAN  Health  Plan  (SHP), 

Long  Beach,  California. 

The  statutory  language  states  four  salient  features  of  the 
S/HMO  model : 

o     "...provides  for  the  Integration  of  health  and  social 

services  under  the  direct  financial  management  of  a  provider 
of  services." 

o    "...all  Medicare  services  will  be  provided  by  or  under 
arrangements  made  by  the  organization  at  a  fixed  annual 
capitation  rate  for  Medicare  of  100  percent  of  the  adjusted 
average  per  capita  cost  (AAPCC)." 

o     "...Medicaid  services  will  be  provided  at  a  rate  approved  by 
the  Secretary. " 

o     "...all  payors  will  share  risk  for  no  more  than  2  years  [the 
first  30  months  of  , the  demonstration]  with  the  organization 
being  at  full  risk  In  the  third  year  [the  last  12  months  of 
the  demonstration]." 


Federal  Interest  In  the  S/HMO  concept  grew  out  of  three  Issues 
affecting  delivery  of  health  and  long-term  care  services  to  older 
persons  (Leutz,  et  al.,1985): 

o    The  growth  of  risk-based,  managed  care  Medicare 

alternatives  (I.e.,  health  maintenance  organizations 
*   and  competitive  medical  plans)  that  encourage  health 
care  providers  to  work  together  efficiently. 

o    The  absence  of  appropriate  Insurance  mechanisms  for  chronic 
care  (I.e.,  the  need  for  the  development  of  long-term  care 
Insurance  options). 

o     The  under-deve lopment  of  home  and  community-based  chronic 
care  services,  and  the  fragmented  arrangements  for 
managing  the  care  of  functionally  Impaired  older 
persons  across  the  full  range  of  acute  and  long-term 
care  services. 

The  S/HMO  model  offers  aged  Medicare  beneficiaries  a  prepaid 
health  care  alternative  to  standard  f ee-for-servlce  Medicare 
coverage  and  extends  the  typical  benefit  package  offered  by 
Medicare  risk-based  HMO  and  CMP  contractors  to  Include  both  home 
and  community-based  and  Institutional  chronic  care  services. 

Promotion  of  the  S/HMO  concept  through  changes  In  Medicare 
eligibility,  reimbursement,  or  coverage  policies,  associated 
especially  with  risk-based  contracting  with  HMOs  and  CMPS  under 
the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA) 
requires  knowledge  about  the  model's  operational  feasibility  and 
cost-effectiveness.   To  this  end,  Congress  also  specified  that 
HCFA  sponsor  an  evaluation  of  the  S/HMO  demonstrations.   HCFA's 
Office  of  Demonstrations  and  Evaluations  contracted  with  the 
Institute  for  Health  and  Aging,  University  of  California,  San 
Francisco  to  conduct  this  evaluation  on  September  17,  1985.   The 
period  of  performance  for  this  evaluation  Is  50  months. 

This  report  Is  based  on  findings  from  this  HCFA-sponsored 
evaluation.   Appendix  A,  provided  for  reference  purposes.  Is  the 
evaluation's  design  report.   It  details  study  Issues,  hypotheses, 
data  collection  methods,  and  analytical  approaches.   Appendix  B 
Includes  a  progress  report  (Chapter  1),  summarizing  specific 
accomplishments  and  modifications  to  this  study  design  to  date 
and  Chapters  2  through  6  which  are  detailed,  technical  analyses 
supporting  the  results  contained  In  this  report. 


section  2355  directs  HCFA  to  forward  the  evaluator  s  findings  to 
Congress  no  later  than  42  months  after  the  enactment  of  P.L    98- 
369  or  January  1988.   Since  one  of  the  four  demonstrations  began 
operations  January  1.  1985  and  the  other  three  ^ '  *«^  •  ^^"l^^^; '  . 
1985   this  report  examines  the  S/HMO  concept  during  the  first  30 
montl^s  of  this  42  month  demonstration.  During  this  30  month 
oeriod   HCFA  and  States  consented  to  share  financial  risk  with 
the  four  sites.   For  three  of  the  sites  (I.e..  Seniors  Plus, 
Elderplan.  and  SHP ) .  risk-sharing  included  expenditures  for 
standard  Medicare  Part  A  and  Part  B  acute  care-related  services, 
and  the  unique  S/HMO  chronic  care  benefit  package.   Risk-sharing 
with  KP's  Medicare  Plus  I  I  related  only  to  chronic  care  services, 
and  the  State  did  not  participate. 

This  interim  report  does  not  provide  Insights  Into  the 
performance  of  these  demonstrations  In  the  absence  of  risk- 
sharing    All  four  of  the  demonstration  sites  are  now  at  full 
risk  for  the  last  12  months  of  the  Congress lona 1 1 y  mandated 
demonstration  period.  Section  4018  (b)  of  Public  Law  100-203.  the 
omnibus  Budget  Reconciliation  Act  of  1987.  extended  the 
demonstration  until  September  30.  1992  and  required  a  final 
report  by  March  31.  1993. 

This  report  presents  analyses  related  to  the  following  questions: 

o-    To  what  extent  have  the  S/HMOs  been  successful  In 

consolidating   acute  health  care  and  chronic  care  services? 

o    What  has  been  the  Impact  of  S/HMO  organization  and 
management  on  services  utilization  and  financial 
performance? 

o    How  effective  have  the  S/HMOs  been  in  enrolling  a  broad 
cross-section   of  the  elderly  population.  Including 
Medicaid  eligible   Medicare  beneficiaries  and  persons 
"at  risk"  of  institutionalization?  How  did  product 
design,  competitive  market  forces,  and  marketing 
practices  affect  S/HMO  enrollments? 

o     How  aware  were  Medicare  beneficiaries  of  the  S/HMO 

alternative  to  f ee-f or-serv I ce  Medicare  and   Tax  Equity  and 
Fiscal  Responsibility  Act  (TEFRA)  risk-based  PJ-JP^^^^^^'^^ 
plans'?  How  did  beneficiaries  become  aware  of  the  S/HMO 
alternative?  Why  did  beneficiaries  choose  to  Join  a 
S/HMO  ? 


o    What  were  the  effects  of  case  management  on  enrol  lees' 
eligibility  for  and  use  of  the  S/HMOs'  chronic  care 
benefits?   What  were  the  primary  roles  of  S/HMO  case 
managers?  Did   S/HMO  case  managers  perform  the  same  tasks 
across  the  four  demonstration  sites?  How  much  did  S/HMO  case 
management  cost? 

This  report  emphasizes  Issues  related  to  the  S/HMO  concept's 
operational  feasibility,  rather  than  the  model's  cost- 
effectiveness  (e.g.,  what  would  the  acute  and  chronic  care  costs 
for  S/HMO  enrol  lees  have  been  If  these  persons  had  remained  In 
fee-for-servlce  or  Joined  a  competing  Medicare  HMO  risk- 
contractor  ?).  The  evaluator  Is  only  halfway  through  executing 
Its  quasl-exper Imenta I  research  design,  collecting  health  and 
functional  status  and  health  care  utilization  data  from  fee-for- 
servlce  functionally  Impaired  Medicare  beneficiaries  who  serve  as 
the  principal  comparison  group  to  functionally  Impaired  S/HMO 
enrol  lees.  Thus,  this  report  does  not  Include  analyses  of 
demonstration  effects  on  beneficiaries'  use  of  acute  care  and 
chronic  care  services  (I.e.,  to  estimate  what  the  utilization 
experience  of  Impaired  S/HMO  enrol  lees  would  have  been  In  the 
absence  of  the  demonstration). 

B.    What  Is  the  S/HMO  Concept? 

In  spring  1980,  HCFA  awarded  a  grant  to  the  University  Health 
Policy  Consortium  (UHPC) ,  Brandels  University  to  design  ways  to 
organize  and  finance  the  S/HMO  concept.   As  conceived  by  UHPC 
staff,  the  S/HMO  was  "...attempting  to  extend  the  HMO  acute  care 
financing  and  delivery  model  to  Include  chronic  care  management 
and  services"  (Greenberg,  et  al.,  1984). 


All  four  S/HMO  demonstration  sites  test  essentially  the  same 
protocol  that  Includes: 

o    Common  health  and  functional  status  assessment  Instruments 
to  assist  In  determining  an  enrol  lee's  eligibility  for 
chronic  care  services. 

o    A  core  benefit  package  of  acute  care  and  chronic  care 
services. 

o    Capitated  reimbursement  from  the  Medicare  program  based  on 
modifying  the  present  adjusted  average  per  capita  cost 
(AAPCC)  formula  used  to  reimburse  risk-contract  health 
maintenance  organizations  (HMOs)  and  competitive 
medical  plans  (CMPs). 

o    Risk-sharing  arrangements  between  the  demonstration  sites, 
HCFA,  and  State  Medicaid  programs  to  reduce  the  potential 
Impact  on  sponsoring  organizations  of  financial  losses 
attributable  to  undertaking  organizational  Innovation  with 
uncertain  outcomes. 

A  S/HMO  Is  different  from  an  HMO  or  CMP  participating  as  a 
Medicare  risk-contractor  under  provisions  of  TEFRA  with  respect 
to: 


Benefit  Packages: 

Risk-contract  HMOs  and  CMPs  do  not  provide  Med  I  care 


enro I  lees  community-based  chronic  care  services.  The 
essence  of  the  S/HMO  concept  Is  providing  chronic  care 
benefits  to  functionally  Impaired  beneficiaries  In  a 
prepaid  health  care  environment. 

Both  the  S/HMOs  and  TEFRA  HMOs  and  CMPs  must  provide 
standard  Medicare  skilled  nursing  facility  (SNF)  and 
home  health  benefits.  Some  TEFRA  contractors  enhance 
the  Medicare  SNF  benefit  by  providing  additional  days 
beyond  Medicare  coverage.   Nevertheless,  these  nursing 
home  and  home  health  services  still  are  generally 
associated  with  a  hospital  stay  and  are  not  related  to 
chronic  functional  Impairments  unrelated  to  an  acute 
ep Isode  of  III ness. 


The  S/HMOs 'chronic  care  benefit  package  has  the  following 
features: 


Like  any  other  additional  benefit 
provided  by  a  Medicare  HMO  or  CMP, 
the  S/HMOs'abI I  I ty  to  finance  chronic  care 
benefits  depends  on  controlling  and/or 
reducing  acute  care  expenditures,  In 
particular,  acute  care  hospital  use  and 
costs,  and  charging  enrol  lees  premiums. 

The  amount  of  chronic  care  services  that 
an  eligible  functionally  impaired  enrol  lee 
may  receive  Is  capped  by  dollar  limits.  These 
benefit  ceilings  are:   Medicare  Plus  II, 
$12,000  per  year,  allocated  at  a  maximum  of 
$1,000  per  month  for  community  care  or  100 
days  of  nursing  home  care  per  spell  of 
Illness;  SHP,  $7,500  annually;  Elderplan, 
$6,500  annually;  Seniors  Plus,  $6,500 
lifetime  for  nursing  home  care  and  a  $5,000 
annual  community-based  benefit. 

Through  periodic  health  and  functional 
status  assessments,  the  S/HMOs  control 
eligibility  for  chronic  care  services. 
This  eligibility  determination  process  is  an 
attempt  to  target  long  term  care  benefits  to 
those  S/HMO  enrol  lees  at  greatest  risk  of 
institutionalization  as  defined  by  State 
Medicaid  agencies. 

The  S/HMO  chronic  care  services  package 
Integrates  institutional  nursing  home  care 
and  non-i nst I  tut lona I ,  community  based 
services  Including  homemaker ,  personal  health 
aide,  medical  transportation,  adult  day 
health  care,  respite  care,  and  case 
management.  Decisions  on  how  to  appropriately 
allocate  home  and  community-based  and 
institutional  chronic  care  services  are 
controlled  by  S/HMO  case  managers. 
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In  contrast  to  S/HMOs.  TEFRA  HMOs  and  CMPs  make  n»  .^^^^^^ 

to  Integrate  Medicare  and  Medicaid  services  I  ntiTT ^^^^^ 

single  benefit  packageT         ' 

In  general.  In  the  design  of  Innovative  capitation 
Initiatives.  State  Medicaid  programs  have  concentrated 
on  approaches  to  enrolling  Aid  to  Families  with 
Dependent  Children  (AFDC)  recipients  In  managed  care 
arrangements.   States  have  given  minimal  attention  to 
developing  Innovative  approaches  to  enroll  the 
approximately  8  percent  of  non I nst I  tut lona I  I  zed 
Medicare  beneficiaries  who  are  also  eligible  for 
Medicaid  in  prepaid  health  plans.  Few  TEFRA  risk- 
contracts  have  substantial  aged  Medicaid  eligible 
enrol  lees,  and  as  noted  above,  these  plans  do  not  offer 
chronic  care  services  or  contract  with  State  Medicaid 
programs  to  offer  home  and  community-based  or 
Institutional  long-term  care  services.  The  S/HMOs 
provide  dually  eligible  persons  a  single  delivery 
system  for  both  acute  and  long-term  care  services. 

Enrollment  Selection; 

TEFRA  HMOs  and  CMPs  are  not  permitted  to  screen  the  health 
■  !!   !     applicants  prior  to  enrollment.   The  S/HMO  me^dJT 
.jested  in  the  demoliitrat  Ion  uses  a  form  of  functional  stat.i^ 
screening,  referred  to  in  this  report  as  "queuinff." ' 

I!nr«,?"w  ?f^^  contracting  with  the  Medicare  program  must 
enroll  Medicare  beneficiaries  on  a  first-come,  first- 
served  basis  without  regard  to  health  status,  except  in 
the  case  of  persons  with  end-stage  renal  disease   to 
minimize  favorable  selection  of  healthier  Medicare 
beneficiaries.  TEFRA  rate-setting  provisions  assume 
that  risk-based  contractors  have  enrolled  a 
representative  cross-section  of  the  elderly  population 
In  particular,  functionally  impaired  Medicare 
benef  iciar les. 

By  contrast,  S/HMO  demonstration  site  protocols  allowed  the 
sites  to  screen  applicants  to  assure  that  the  demonstrations 
enroll  a  representative  community  sample  of  functionally 
Impaired  persons.  This  queuing  mechanism  (discussed  in 
detail  below)  should,  in  theory,  protect  both  the  S/HMO 
and  the  Government  from  adverse  selection,  since  both 
shared  the  risk  for  financial  losses  during  the  first 
two  years  of  the  demonstration. 


Enrol Iment  Limits: 

TEFRA  HMOs  and  CMPs  cannot  have  more  than  50  percent  of 
their  members  be  Medicare  and/or   Medicaid  eligible  and 
cannot  have  less  than  5.000  members  If  located  In  an  urban 
area.  " 

The  principal  reason  Congress  Instituted  the   "50:50"  rule 
was  to  assure  Medicare  and/or  Medicaid  enrollees  access  to 
care  of  the  same  standard  as  that  provided  non-Medicare 
or  Medicaid  members. 

To  permit  testing  sponsorship  of  a  S/HMO  by  organizations 
that  exclusively  serve  seniors,  HCFA  waived  the  "50:50"  rule 
for  Elderplan  and  SHP .  Elderplan  and  SHP  enroll  no 
persons  under  65  years  of  age  and  after  30  months  of 
operation  have  yet  to  achieve  enrollments  of  5,000 
benef Iclar  ies. 

The  -50:50"  rule,  unless  amended  by  Congress,  would  severely 
limit  the  development  of  prepaid  health  plans,  like 
Elderplan  and  SHP,  specializing  In  geriatric  medicine. 

Ratesett I ng: 

TEFRA  HMOs  and  CMPs  receive  a  monthly  payment  of  95  percent 
of  the  AAPCC  for  each  Medicare  enrol  lee  from  HCFA.  The 
S/HMOs  receive  100  percent  of  a  modified  AAPCC  for  each 
enrol  lee.  '  ^ — 

HCFA  payments  to  S/HMOs  differ  from  payments  to  TEFRA  HMOs 
and  CMPs  In  that  S/HMOs'  AAPCC  payments  are  modified  as 

fOl lows: 


S/HMO  members  receive  a  functional  status 
assessment  upon  Joining.   If  the  plans  find  a 
person  living  in  the  community  "at  rlsl<"  of 
Institutionalization  as  measured  by  State 
pre-admission  screening  protocols,  they 
receive  an  institutional  rate  of  payment  from 
HCFA.   Such  persons  are  discussed  later  in 
this  report  and  are  referred  to  as  "nursing 
home  certifiable"  or  NHC. 


+     In  comparison  to  standard  AAPCC  ratebooks 
used  to  pay  TEFRA  HMOs  and  CMPs,  payment 
levels  for  non! nst I  tut lona I  I  zed .  Medicare- 
only  and  non I nst I  tut lona I  I  zed  welfare  (I.e., 
Medicaid  eligible)  enrol  lees  were  modified."' 
generally  resulting  in  reduced  payment  levels 
for  tiiese  persons. 

This  downward  adjustment  compensates  for 
an  assumed  less  expensive  case-mix  among 
nonimpalred,  community-based  S/HMO  enrol  lees 
compared  to  non I nst I  tut lona I  I  zed 
beneficiaries  paid  for  under  the  standard 
AAPCC  formula. 

+  100  percent  of  all  rate  cell  amounts,  rather 
than  95  percent  of  AAPCC,  is  paid  by  HCFA  to 
the  S/HMOs. 

In  considering  the  merits  of  Medicare  payment  methods 
to  the  S/HMOs,  it  is  Important  to  recognize  that  HCFA ' s 
decision  to  pay  the  S/HMOs  100%  of  a  modified  AAPCC 
rather  than  95%  of  the  standard  AAPCC  —  not  to  treat 
the  S/HMOs  like  a  TEFRA  HMO  or  CMP  in  terms  of 
capitated  payments  —  was  based  only  partially  on 
actuarial  considerations  of  what  S/HMO    enrol  lees 
would  have  cost  the  Medicare  or  Medicaid  programs  had 
they  remained  in  f ee-f or-serv i ce . 

Two  other  objectives  for  modifying  the  standard  Medicare 
AAPCC  ratesetting  approach  in  the  S/HMO  demonstration  were: 

+     To  encourage  site  participation  because  of 

perceived  uncertainty  about  adverse  selection 
concerning  the  true  costs  of   providing  standard 
Part  A  and  Part  B  Medicare  benefits  to  nursing 
home  certifiable  persons  in  the  community, 

♦     To  limit  beneficiary  premiums  to  $25-40  and 
co-insurance  on  chronic  care  benefits  to 
10-20  percent. 

The  issue  of  selection  bias  in  the  S/HMO  demonstration 
has  yet  to  be  rigorously  addressed.  Does  the  modified 
S/HMO  AAPCC  payment  formula  accurately  predict  what 
Medicare  reimbursements  would  have  been  for  S/HMO 
enrol  lees  had  they  remained  In  f ee-f or-serv i ce ,  or 
alternatively,  had  these  persons  enrolled  In  TEFRA 
risk-contracts  for  which  HCFA  payments  would  have  been 
95  percent  of  the  standard  AAPCC  formula? 
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o!l.w^  "°*  ^®*  "^"^^  ^^^^  *^®  «<="*«  care  costs  of  NHC 
S/HMO  enrol  lees  would  have  been  In  the  absence  of  the 
demonstration  or  whether  these  persons  would  have  been 
institutionalized  or  would  have  continued  to  live  In 
the  community.   Also  we  do  not  know  how  different  their 
Part  A  and  Part  B  Medicare  utilization  would  be 
compared  to   non- I nst I  tut iona I  I  zed  f ee-for-servlce 
beneficiaries  or  TEFRA  HMO  enrol  lees  after  adjusting 
•   for  age, sex.  and  functional  status.   This  Information 
will  be  part  of  the  evaluation's  final  report. 

O    Risk  Sharing; 

TEFRA  HMOs  and  CMPs  are  at  full  financial  risk  for  all 
posts  Incurred.  In  the  S/HMO  demonstration.  HCFA  and 
f!!!^,^^""^""^  programs  agreed  to  share  financial  risk 
ZL   V.      ^   Sites,  in  essence,  underwriting  an  innovative 
venture . 

TEFRA  HMOs  and  CMPs  are  at  full  financial  risk  for  the 
services  they  provide.  The  Federal  Government  does  not 
share  risk  with  these  contractors  should  they  not  be 
able  to  control  enrol  lees'  health  care  use  within 
projected  levels  or  if  they  Incur  excessive 
administrative  expenses.   in  the  S/HMO  demonstration 
HCFA  agreed  to  share  risk  with  the  demonstrations. 
Table  1  describes  the  dimensions  of  these  risk-sharlna 
arrangements.  '^ 

"•  To  what  extent  have  the  S/HMOs  been  successful  In 
consolidating  acute  care  health  and  chronic  ear"^ 
services?  ; 

The  S/HMO  demonstration  tests  two  organizational  models:   (1) 
developing  the  capacity  to  provide  chronic  care  services  in 
association  with  mature  HMOs  (Medicare  Plus  II  and  Seniors  Plus)- 
and  (2)  transforming  long-term  care  providers  Into  prepaid  acute' 
care  health  plans  that  provide  chronic  care  services  benefits 
(Eiderplan  and  SHP).   As  a  point  of  reference,  not  a  policy 
recommendation,  "mature  HMOs"  are  defined  as  TEFRA  risk- 
contractors  with  5000  or,  more  Medicare  enrol  lees.   As  of  November 
1,  1987.  29  percent  (46)  of  the  159  TEFRA  risk-contractors  met 
this  criterion.   -Long-term  provider"  refers  to  suppliers  of 
comprehensive  chronic  care  services.  Including  multi-level 
residential  services  and  non- I nst i tut Iona I  community-based 
services  (e.g..  adult  day  care,  respite  services,  homemaker-home 
health  care).   Figures  1-4  show  the  S/HMO  demonstration  site 
delivery  systems  and  methods  of  payments  to  providers. 
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•ftible  i 
RISK  SHARING  ARRANGEMENTS  prp    YEARS    1  AND  2  BY  S/fMO  SITE 


aderplan[a] 

Year   1  Year  J 


Hadicare    Plug   II[b1 
Year    1  Year  ? 


Site 


HCPA 


$150,000 


J500,  000 


53.  1*  up   to  53.  It  up   to 

«520,833|  t1, 736,  111, 

80. 2J  thereafter     80.2?  thereafter 


11/22  of 
chronic    care 
loasea 

18/22  of 
chronic    care 
losses 


F\j11   risk 


SCAN  Health    Plan  (SHP)rcl 
Year    1  Year  2 


Senlore   Plu8[d] 
Year   1  Year  2 


$200,  000 


paid   all 
loeees 
beyond 
$200,  000 


$225,000 


paid   all 
losses 
beyond 
$225,  000 


State  ffedlcald 


18.  M  up  to 
$520,833  In 
losses)    19.  es 
thereafter 


18.  y%  up   to 
$1,736,  111  In 
losses,    19.  8)f 
thereafter 


to] 


re] 


Ibtal 

costs  up   to 
$250,000 

shared 
losses  pro- 
portionate 
to    to  tal 
costs 

shared    total 
costs 


Ibtal 

costs   up   to 
$500,  000 

shared 
losses   pro- 
protlonate 
to    total 
costs 


shared 
costs 


total 


th.  ^ond   corrlJor  of  1..,..,   hMlo.r.  piu   BO.^.lJd   SdSlu^id   °,.U.  ""   """""'   '""'    "■  "■      "" 

fc]  SCAN  paid   for  all    losses  up  to  $i|25,000in    1985  and    1986.      fevond    th.t   i»u«i      m.^<«-  i^     ,,    , 

beyond   $15,000  for  any   l^lvld«.l    r^dlcald   ™«„ber  durl'^'^ea^r^l:'!  ^'rlisk''2K^:.'^:;ii\ir2: '      '^'""'''    ^"    '"   ^°""" 

'"'  TrTJZ'  rfih:'co^:s'rihetta°r;oiL:'bS:et"f:r;:e  nrl'°:  r "::  '"^r-'  '^--  ^^^^ «--''  -•  ^^•'"^  ^^^  ^^' 

state  Shared    all    losses   proportiCteTreir   share   of   LL    revenies.°°"''"  (J^059.322).      Beyond    that    level,    HCPA  and    the 


Figure  1 


Kaiser  Medicare  Plus  II  Service  Delivery  System  and  Method  of  Payment  -  1987 
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Figure  2 
Seniors  Plus  Service  Delivery  System  and  Method  of  Payment  —  1987 
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Figure  3 
Health  Plan  Service  Delivery  System  and  Method  of 
Payment  for  Services  -  1987 
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Figure  4 
Delivery  System  and  Method  of  Payment  for  Services  1987 
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o;^hron,rrr;:r*:?c^s^TMX^r!^"  ^'l^   *°  '"*«^-^«  --'very 
prepaid  health  care  env?ronmen?   m   ''^"^^ '^  I^-- 'es  within  a 

indicates  that  from  an  organtz'ng  anrmJn^or"  T'^""""  *°  ^^^^ 
developing  the  S/HMO  concept  In  assoo  I  r??on;r??;^  Perspective. 

less  expensive  and  not  as  comr,?in?f«S    u   *"*^  *  mature  HMO  is 
providers  first  deveTop  the  r^.  tf  ^    ''^  ^°^'"9  '°"9  ^^rm  care 
necessary  to  support  provision  o?  |/HMo'nh'"T  Infrastructure 

°    ■n-^r:?;%^r|;H^S%^-ept-:?{h^':.^r-       ^^  - 

a^nd^-?v!'n;,-r;"  :r:?tri?^  '-  "'--- 

project  was  treat^d'as  a  nefp'rodSc? '  n  n^  ''?  ''"^° 
doing,  these  S/HMOs  could  make  e?nc lent  use  of ^?h 
sponsor  HMOs'  personnel  ^nn    -h»7  .^       ^®  °^  *^^® 
including  hosp?ta?  and  snP  u?M  ^if^^"^^  resources. 

discharge  planning  sJaff  withoutrl?"  "tV^""   ""^ 
functions.  '•'^arT.  without  recreating  these 

For  acute  health  care  servic«»<t   c/uwr* 

received  services  Tn%hl       '    ""^^  enrol  lees 

services  unique  to  the  S/HM^' concept  w^r J  tZ°",\':   ^f^ 

«"o^^c?;,^i!^j^p°:j:-  .-|n,ster=r^/:^:  j:r,:;-- 

.nte..,teo  Z^ti^'h.^H   -"^.^^Tl^^^--,-; '^ 

«"  ;;:;l'i:  t'.'r:\^:ii[%!,",zi''^-:i2^,<°r  -e  .cute 

^nrluH""^  °"  case-^a^agrng^unct  ona  y'^^pa'Trir^ 

seniors  Plus  had  little  «l f f IcSfiy  negoiVIt  no 
?nstl?Styon.?'''°"=*'"""'=  "'"  ProvlSerrof'"' 

-.rr^??  :  J^"'°'^^   Plus  used  Ebenerer  Society's  well 

??s^IrJ?    '°"=  '"■'"  "'■«  services  netwSrK  for  mlit   of 
Its  services,  while  Medicare  Plus  II  went  outsld^  kp 
for  most  Of  Its  chronic  care  services     °"tslde  KP 
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orn^n?^!?*'  ^   ^^^   '^^'^^  ^°''  '°"9  term  care 
conceit   1°?:  interested  in  developing  the  S/HMO 
concept  is  to  fully  understand  the  considerable  staff 
and  financial  resources  and  prepaid  acute  heath^«r 

P.ans  were  P-^aMrra^^;;?   r.?;°^:-\r!sM"%r 
acute  care  component  of  the  s/HMn  «r^w  k  !       ^  *^® 

component  of  the  S/HMO  modei  services 

n.i;  fn-^%:--Lt:i-,'?^nr?  oT- 

system!^  and  marke?  n^lsiJes  ?eM  ed"*^"' '  "^"''^'y 
prepaid,  acute  health  care'den  v^rsyltl^'"  '  "=  " 

f  i'^s^'eltaM^s^tn"'"?"  ^^^^'^-a'-'e  resources  to 
rirsc  estaoilsh  themselves  as  acute  care  rsri=B*.w 

prepaid  health  plans,  without  any  expertince  ?n 
prep^d'f^nrn'?'""  '""    ''°^'="»'  reTa??;^sh?ps  Cnder 

:;m^^r:^;;ows:-e=r-::-^;-=so:?::L^:?r^%c:i?r"" 

complicated  management  decisions  numerous 
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o    Even  without  the  problems  associated  with  st«rtin«  - 

health  Plan,  mature  HMOs  may  encountered  organ  I z^fionJ;^^^'^ 
problems  In  Implementing  the  S/HMO  conlep?  '   '"*'°"^' 
particularly  in  marketing. 

For  example,  during  the  first  30  months  of  the  nm  r-^i- 

?;r?w?rc'E;eI"'HMo"^^  ^"^^^  -ncreasln%°:r«sur;°^^' 
fa?rlv  be  d^Inr.K  H   '^^'"P^*  '  *°^s .  The  organization  can 
h!wI.   ?   «lescrlbed  as  In  a  transition  period 
developing  strategies  on  how  to  remain  comoet  1 1  v*.  m 
mature,  competitive  marketplace.  By  the  UmrseMors 
P  us  became  operational.  Group  Health.  I nc   Us 
already  Offering  Medicare  beneflclarl^  a  TEFRA  risk 
contract.  "Seniors."   Thus.  I  n  of  fer  I  ng  the  S/HMO  ^i^ 

cllr.l[l7sulTo)\T,^'.''"'   organizing  and  HnanCng 


-9 
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amounts 


'"■  ^^^^  ^^°s  been  the  Impact  of  s/HMO  organization  and 
management  on  financial  performance^ """"^ 

A  review  of  data  available  for  the  first  24  months  of  th« 
?;;L"?*'?k'°"  ^''*^"  '''°'"  -"--d'ted  S/HMO  quar?er?y  ^po^ts 

?Tn^?nS:-:eJ^e%;or;;;ir;^e?e:?^  expend,  tur^^r^o^^.  genera. 

°    o!'  ^''^  ^:;'"'°  demonstration  sites  lost  substantial 

IlnTorJ^?"""'"^  ''^"'  '"■^*  24  months  Of  oper^t  on 
Seniors  Plus  experienced  losses  of  over  «i%  mi  ??«   w   , 
Its  first  two  years  of  operatTons    etde^pifn     '°"  ^"""^ 
experienced  the  greatest  losses.  $2  mlMlon  ?n  1985  «nd 
$3.4  m  iMon  In  1986.   SHP  ioss;s  were  sM^ht^y  |rea?e? 
KP  s  Mldf."""!?"  '"  ^'"  '^'"'^  ^^-2  million  in  1986 
^gsl  ^n2  ?o««  ^l""^    "  «><P«'-'enced  a  net  gain  during 
IxnfnS^H  I  ^  °'  $654,840  for  Its  chronl?  care  anS 
tm   Ito   "'^  services,  but  showed  an  overall  loss  of 

on  i;I  l;;r"*'"'  "■^'^  ="  estimated  $1.4  ml  I  on  loss 
on  Its  Medicare  covered  services. 

°  ;ilS/HMOs  experienced  hospital  use  rates  at  or  below 

?he  rTErplTi?  ""'^  comparable  to  rates  experienced  by 
ioJn^Jr  ^^^'"'■«  risk-contract  competition.  ^ 
S/hSi  evnfoS?;^^"  represented  23-43  percent  of  total 

u(m2at?nn  i  ^'^^  ':  '^®^-   "'^'^'^  2  Shows  the  hosp  I  ta  I 
utilization  for  the  S/HMOs  In  1985  and  1986.      *P'^ni 

>    Expenditures  for  S/HMO  chronic  care  benefits  are  a  function 
mlnan?nn"^\'"'^''"^*'°"  '^^^^^^^  *^«  demonstratton's      ° 

cM?e Ma   ?or    Lf^'■^"!"'""°"•      '^PP'V'ng   asses^^ent 
criteria    for    determining   which   enrol  lees   are 

care  ienoilJ^*""^'"'!'?  ''"^  eligible  to  receive  chronic 
care  benefits,  negotiating  payment  rates  for 

I??oo*i'!'°"''!  ''"''  In-home  chronic  care  services.   and 
?  m?t   k"?  Chronic  care  benefits  capped  by  a  dollar 

formal  s^^C^ces'  '''  ""'  °'  '"'°'''""'  "---S'—  with 

sub^?int?!M  "*"'"*'°"  '■^tes  and  patterns  of  care  varied 
substantially  across  sites  (e.g..  lower  use  of  home 

Tt    Lhp    thiin  ?r  **??  ""^^^^  "^^  °'  nursing  home  services 
w!r!^  ^n     ®  °^^®''  s'tes).   Chronic  care  services 
^1,\l'        P«''«=ent  o^  the  total  S/HMO  expenditures  at 
all  the  sites  (except  KP).  Expenditures  for  chronic 
care  (including  SNF/ICF.  in-home  chronic  care 
homemaker.  personal  care,  and  long-term  care  services 
I'SL^'^pTh^'^  ?^  Medicare)  were*  similar  across  sites  In 
1986:  E  derplan.  $32  per  member  per  month  (pmpm) ;  SHP 
and  Seniors  Pius.  $30  pmpm;  and  KP,  $21  pmpm. 
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•feble  2 

S'Smo  ."^T^^mpflp]:  i^ND  AmiBsioNs  reR  1,000  mhibers  rep  year 

,T» Ju^   ^^*''^''  ™   *""'*'^   MEDICARE   BENEFICIARY   HOSPITAL 
lENCTH  CF   STAY  AND  AIMISSIONS   KR   loOO  AGED  65  AND  OVER 


Average  Average  Medicare  Admission   Iter 


1985 

1986 

1981 

1985 

1986 

Elderplan 

7.9 

10.2 

13.7 

235 

2119 

Medicare   Plus   TI 

6.0 

5.6 

6.7 

256 

298 

SCAN  ffealth   Plan 
(SHP) 

5.9 

6.7 

8.0 

317 

323 

Seniors   Plus 

5.  1 

5.3 

7.6 

235 

227 

Average  Annual 

Nsdicare   Admissions/ 

1000  Aged   65-» 

19811 


Source,     f  "10  Ifemonstration   Projects.      Quarterly   (teports,    1985.    1986, 
data  from   HCPA  (25-2 -SH)  Cost   Reporting    Fbrms.  ' 

[a]  Medicare   admissions  were   standardized    by  the  ntmber  of  aged   65  and 
admissions  are   for   Kings   (bvrty,  for   Kaiser,   they  are   fo^  Multnomah 
Seniors    Plus,   they  are   for   Anoka,    ferver.    Ihkota,    fennepin,    fttmsey. 


267 

JI78 
331 

339 


Ifeys    of  Chre 

Iter   1000 

Members/Year 

.  1985  1986 


1860 
1538 
1883 

1271 


2533 
1675 
2178 

11123 


Average  Annual 

^fedlcare   Admissions/ 

1000  Aged   65* 

19811 


3667 
3185 
2685 

2581 


Ihpublished   data   from   S/IflO  Demonstrations,    thpubllshed 

over  within  each  geographic   area.      Fbr   Elderplan,   ffedicare 
Comty,  for  SCAN,    they  are   for   los   Angeles   Cbunty,  for 
Soott  and   Vfeshlngton   Coimties. 


o    Expenditures  for  expanded  care  services  (e  a        .v-ni... 

rn2'lr;:r:i'a"^.';,t^-?'°-  --•  «'  --=  SHP? ' J^-p^p.. 

car^'  expa°dJd"cl;:"e'r  ntVoULT   '°'   "'^""  -bul.tory 
Chronic  care  serwies    ;;bTn  "  "•.'"■"'=''"'"°"  '"■"3=').  and 
expenditures  for  lalf-and  ^gle  ^"™""-'"='  ^/HMO  revenues  and 

Pr  1^:? :  ?;%: !  a"?;s^r [i^i^ad^?^  I  ITr.lIZ   IT.t !  Jir^^IS™'"" 

p::?n  ::tr:ti„^:-o??:-t?-nr-£     i-£"  cos- 

the  capitated  financial  ^rrannom^^l   s«=°"<fariiy,  to  the  terms  of 
Physician  provide?^   ?  e  sSp^^nSpf^"^^?* '!*^''  *"*^  hospital  and 
Clearly  documents  ^hai'tAesefanJnrl^''''"'"^'   "^^^  "^O  literature 
failure  of  new  preoaTd  h^!?^K      ^  """^  associated  with  the 
Associates.  ^986)  "'^  ventures  (Lewin  and 

M^::sr?nr:??:°Se-°t*r:!t^  Sc^Pa  :nd"i?a::^M%:!"?r^^  ^^ 

described  in  Table  1    m  thl  .k^   and  state  Medicaid  programs 
covered  costs':«oc;.ted"wun  ""^STn^a^ute-^nroh^inr '=' 

and  SHP,  would  na!r«as:d  operation™"'''"'""'  "•'••  ^""-P'"" 

:::u?s'^<it'^a^:e%°:n::j??c:;:jer"o*;i^?:^a;rj;u:d°r"'°- 

:;e^^d""^:arjrpT^n%-:;?d"ex^ecn-;o"a'r  """•""  --"•""' 
required  greate?  cap??a  nation  (*ej3Tm?i  nlnr^K"""  *°= 
models  {I  e    *i  miiii«r,A    -r  L.    ?''       million)  than  networl< 

tu°rtZll'nn.Zl'.'"'''''    '"  ""'""'"   '""  ^"^'  ■-  consistent 
Ina  itfi'fv"""*'""'-  '^  °"«  °'  ooPortunlty  cost  for  the  Federal 

y :  t„\7rp-:p%r;ei:tr^ra"^r-?-;-?n?-.-e\-  ai"-' 
c^:t"s^^^:r;  :a":e"^:^n':i;;T:u:d%""  ^"^  -"-"  w.errsj:r:-up 


During  the  risk-sharing  period.  S/HMO  financial 
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Bible  A 
S/WO  REVENUES,    EXPEMBITURES,    *KB  NET  GAIN  OR   LOSS  POR  1985  AND  1986  (PUm) 


1965 


Elderplar 


TjBT" 


Ibtal   rhaber  K>nths 

Revenue! 
flBaber  prealiM* 

Co|>>a«nt« 

Hadlcar*  AAFCC 

Hedloald 

%>t«I   Htvenuee  [d] 
ProYlder  fapgndlturee 

Ifoapital   [e] 

Aabuletory  Kieointers  [f] 

Medicare  Hirslng   Hxie  [g] 

Nedlear*   tbne  Ifcelth  [g] 

Other  Medieere  Ch] 

Oironic   (kre  ti] 

Erpanded   Oire  [  J^ 

Caae  fknagaient  Staff  [k] 
Adalnletratlve  hpendlturee 

fhrketing 

Adalnlatratlon  [1] 

Capital    (  Other  Coete   [»] 

Tbtal    bpendlturei  [n] 

Tbtal    bpenditurea 
vlth  Rlak   %senea 


5,310 

29.06 

10.59 

260.67 

3«9.85 

307.5* 


1  82. 

,02 

Ill, 

.18 

8. 

,48 

4. 

,97 

6. 

,90 

25. 

«8 

30. 

91 

23. 

91 

in. 

«0 

198. 

55 

69. 

?7 

676. 

18 

683. 

96 

19,640 

28.93 

12.42 

243. 40 

376. 98 

291.58 


»107. 

.?7 

88. 

.16 

7. 

.  11 

4. 

■39 

5. 

,78 

32. 

,27 

40. 

,89 

9. 

92 

52. 

99 

81. 

51 

28. 

50 

458. 

87 

464. 

38 

Medicare    PI  ua   II    [a] 
1985  1966 


SCAN   ttealth    Plan  (SHP) 
1965  1986   ~ 


20,085 

48.62 

.66 
201.04 
351.96 
255.  11 


107, 

.25 

90. 

.43 

5. 

.02 

9. 

.66 

3. 

,13 

21. 

,04 

19. 

61 

4. 

50 

1. 

78 

4. 

P1 

NA 

267. 

2? 

267. 

23 

Ibtal    (kin  or   losi   mPI 


-376.43 


-172.81 


-12. 12 


47,825 

47.94 

1.44 

214.  36 

349.05te: 

273. ?4 

122.51 
87.85 

5.71 
10.  ?7 

3.45 
21.04 
20.46 

4.50 

1.78 

8.44 

NA 

286. 11 

286.11 

-12.77 


6,704 
39.96 

-r 

303. 42 
128. 19 
334.  45 

$102.56 
72.00 
12.  16 
2.15 
3.68 
32.87 
30.89 
22.20 

112.55 

91.  2f 

39.26 

521.59 

550.  95 

-216.50 


-rw 


19,  e7 

39.23 
-tb] 
324.01 
204.50 
351.68 

tl04.6e 

■     79.  10 

22.79 

3.35 

3.24 

30.09 

34.19 
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Net   Qain  or   loaa   [o] 

Sourcei      i/mO  Ikaonstratlon   R-oJect».      Qjarterljr   Riports,    1985,    1986.      Iheae   are   waudited   data,  and   aubject   to   final   ad juatnente 


[a]  Kaiser  reported    total   apendlturee  only  for  its   chronic   care  and   ocpanded    care  aervicea  and   adnlnlatration .      &penditures  for  acute 

care,  anbulatory  care,  and   Medicare  beneflta  vere  estimated, 
fb]  SNP  charged   oojsjnents,  but    these   wre  collected   bjr  p-ovlders  and   not  reported    to   SHP. 

[c]  The   Oegofi   State  nedlcaid    ;rogrui  scluded    long   term  care  eligible  clients  at   initial    enrollment  fron   the  froject. 
[d3  Total    revonuBS  Included   other  revenues  from   Interest  and   other  sources. 

[e]  Hospital   azpendlturea  include  In-area  emergency  and   out-of-area  aervicea.     Iter  Senlora   Rue  and 
Medicare   nua   TT,  outalde  referrala  were  Included   in  thla   figure. 

[f]  Inclulea  aedical    referrala  and   ambulatory  encointera.      fcr  Seniors   Hus,  referrala  wre  not  Incluied 
with  anbulatory  encotnter  expenditures.     SHP  physician  a  received  an  additional   $6  papa   in  1965  from   the 
rlak  reaervee  not  ahowi   in  the  above  figurea. 

[g]  Inclulea   fMlcare   only. 

[h]     Durable  aedical    equipaent.  ,  - 

[1]     Inclulee  non-Medicare    S»/ICP,   non-Medicare   home-health,   in-home  aervicea,  and    day  care   aervicea. 

Rbr  Medicare   Plue   II,   the  avereige  audited   coats  axe  ehowi   for  both  yeare. 
[J]     Inclulee  dental,   jreacrlption  drugs,  vision,  hearing  aids,  medical    traneportation,  and   emergency 

aedical    x«aponae   aye  ton. 
[k]     For  Medicare   Plua   TI,   the  average  audited    coete  are   ahoun   for  both  yeara.   [1]     Inclulee  all 

admlnlatratlve  coate   Incluiing    ealariee   and    benefits, 
ta]     Inclulea  Intereet,  depreciation,  amortiied    atart-up  and   rent  for  admlnietrative  and    ataff  offlcee. 
[n]     Bxcludea  risk  reeervee. 
[o]     For  FMicare   nua   II,   the  total    anouit  of  aavlnga  f^om   the  chronic   care  component  t«a  $654,640  for  1965 

and   1986.     Actual  AAPCC  revenue  for  Medicare  covered  benefits  was  $1.4  millicn  lower  than 

«:r  projected  expenditures  in  1985  and  1986.   Thus.   KP  showed  an  overall   loss  of 

S854,182  for  1985  and  1986. 


o    Although  the  S/HMO  was  only  a  small  project  within  the 
Kaiser  Foundation  Health  Plan  delivery  system.  Its  $13 
million  In  1986  revenues  represented  4.6  percent  of 
total  KP  -  Northwest  revenue  In  1986. 

o^    While  Seniors  Plus  Is  only  one  of  10  products  offered 
by  Group  Health,  Inc.,  and  represents  less  than  1 
percent  of  Its  total  membership,  the  financial 
difficulties  experienced  during  the  first  24  months  of 
the  S/HMO  demonstration  caused  sponsor  managers  to  view 
S/HMO  losse,s  with  concern.   While  Group  Health,  Inc., 
and  Ebenezer  agreed  to  continue  the  S/HMO  demonstration 
at  full  financial  risk,  they  reduced  marketing  efforts, 
and  continued  to  carefully  monitor  acute  and  chronic 
care  services  use. 

o    As  a  subsidiary,  Elderplan's  revenues  of  $6.6  million 
represented  12  percent  of  total  Metropolitan  Jewish 
Geriatric  Center  (MJGC)  revenue  In  1986.   Overall, 
MJGC  experienced  a  net  loss  of  $2.8  million  In  1986 
unrelated  to  its  involvement  in  the  S/HMO 
demonstrat  ion. 

Coupled  with  Its  own  financial  difficulties  which 
necessitated  private  fund  raising  efforts,  Elderplan's 
losses  have  caused  MJGC  to  reevaluate  the  future  of  the 
demonstration.   In  this  regard,  MJGC  has  initiated 
strategic  planning  activities.  These  activities  have 
focused  on  actively  searching  for  a  financially  stable 
partner  or  buyer  for  Elderplan  In  the  prepaid  health 
plan  and  Insurance  communities. 

o    SHP  losses  were  significantly  higher  than  the  sponsor, 

SCAN  anticipated.   With  1986  revenues  of  $8  million  and  net 
losses  of  $1.2  million  In  1986,  SHP  became  considerably 
larger  than  Its  parent,  SCAN  (I.e.,  $1.9  million  In 
1986  revenue).   Had  SHP  been  at  full  financial  risk, 
these  losses  would  have  threatened  SCAN's  survival.   In 
February  1987,  SHP's  hospital  provider,  St.  Mary 
Medical  Center  (SMMC)  agreed  to  defer  the  payments  of  a 
$1  million  loan  to  SHP.  in  addition,  SMMC  stated  it  was 
willing  to  assume  financial  risk  for  the  demonstration 
after  risk-sharing  with  HCFA  ended,  on  the  condition 
that  substantial  changes  be  made  In  S/HMO  benefits  and 
plan  operations. 
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'^-   Have  the  S/HMOs  been  able  to  enroll  a  broad  cross-sect  inn 
of  the  elderly  population.  Including  Medicare 
beneficiaries  eligible  for  Medicaid  and  persons  "at 
risk"  of  institutionalization?  How  did  product  design 
competitive  market  forces,  and  marketing  practln^R    ' 
affect  S/HMO  enrol Iments?  

Each  demonstration  faced  the  challenge  of  marketing  the  S/HMO 
concept  In  different  and  rapidly  changing  health  care 
environments;  from  the  mature  competitive  Twin  Cities  and  Long 
Beach,  to  the  emerging  competitive  Portland,  Oregon,  and  newlv 
competitive  New  York  City  markets.  In  planning  the  demonstration 
in  1983  and  1984.  all  sites  assumed  they  would  have  little 
difficulty  in  convincing  Medicare  beneficiaries  to  Join  their 
plans  In  sufficient  numbers  to  meet  projected  break-even 
enrollment  levels  of  4.000  members  within  18  months  of 
operations.  The  following  analyses  focus  on  understanding  the 
factors  influencing  the  enrollment  experience  of  each  S/HMO 
withlQ  the  context  of  its  specific  market.   Much  less  emphasis  is 
placed  on  comparing  S/HMO  enrollment  patterns  and  beneficiary 
characteristics  across  sites. 

Only  Kaiser's  Medicare  Plus  ii  met  the  demonstration  protocol 
enrollment  target.  Approximately  half  of  Medicare  Plus  ll's 
membership  were  already  associated  with  the  Kaiser  system 
converting  from  cost  contract  membership.   The  long  standing 
reputation  and  experience  of  the  Kaiser  Foundation  Health  Plan  In 
marketing  to  and  serving  Medicare  beneficiaries  aided  its 
enrollment  efforts.   Figures  5-8  compares  S/HMO  enrollment  among 
the  sites  and  for  the  three  markets  where  the  S/HMOs  had  TEFRA 
competition.  S/HMO  enrollments  are  compared  to  their  competition. 

These  graphs,  covering  the  period  January  1.  1985.  the  inception 
of  the  demonstration,  through  April  1987.  clearly  Illustrate 
which  plans  are  market  leaders  in  enrolling  Medicare 
beneficiaries.   As  such,  they  represent  the  S/HMOs'  principal 
TEFRA  HMO  competitors.   Moreover,  these  statistics  Indicate  that 
an  argument  of  market  saturation  as  an  explanation  for  slow  S/HMO 
enrollments  In  the  mature  competitive  Twin  Cities  and  Long  Beach 
markets  cannot  be  supported. 

The  adverse  effects  of  rcrarket  competition  on  S/HMO  enrollment  In 
the  Twin  Cities  and  Long  Beach  were  compounded  by   formative 
decisions  at  SHP  and  Seniors  Plus  that  may  have  negatively 
InflQenced  S/HMO  marketability.  These  factors,   which  were  also 
present  at  Elderplan.  interacted  In  a  complex  fashion  and 
Included: 
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Pricing  the  S/HMO  benefit  package.  In  the  three  markets 
where  TEFRA  competitors  existed,  the  S/HMO  product  may 
not  have  been  price  competitive.   Competing  TEFRA  HMO 
premiums  ranged  from  $0  to  $29  a  month  for  basic 
coverage,  and  from  $20  to  $30  for  high  option  coverage. 
Depending  on  the  plan,  low  option  or  high  option 
coverage  may  Include  benefits  not  covered  by  the 
Medicare  program  (e.g.,  prescription  drugs,  eyeglasses, 
routine  dental  care).   By  contrast,  S/HMO  premiums 
ranged  from  $25  to  $49. 

Selecting  hospital  and  physician  providers 
whose  attributes,  when  compared  to  market  leader  HMOs  or 
f ee-for-servlce,  may  have  been  viewed  less  favorably  by 
Medicare  beneficiaries  (e.g.,  access  to  physicians  at 
Seniors  Plus  and  hospital  access  at  SHP)  or  who  did  not 
fully  support  the  S/HMO  (I.e.,  physicians  affiliated  with 
SHP) . 

Limiting  the  number  of  ambulatory  care  delivery  sites, 
which  not  only  restricted  physician  access  for  potential 
enrol  lees  but  limited  the  use  of  physicians  in  marketing  the 
plan.  This  was  particularly  the  case  at  Elderplan. 

Limiting  the  geographical  area  in  which  the  S/HMO  was 
offered  to  sub-areas  of  the  market  (e.g..  Long  Beach, 
rather  than  all  of  Los  Angeles  County)  thus  placing  the 
S/HMOs  at  a  disadvantage  with  respect  to  their  TEFRA 
competition  in  effective  use  of  media  advertising  and  In 
negotiating  with  group  purchasers  such  as  corporations  or 
unions  that  provided  retiree  health  benefits. 

Meeting  the  challenge  of  promoting  the  S/HMO  concept  as 
something  different  than  another  TEFRA  HMO  alternative. 
The  demonstrations,  particularly  Seniors  Plus  and  SHP, 
tried  to  advance  the  chronic  care  services  component  of 
the  S/HMO  benefit  package  but  found  It  difficult  to 
develop  a  promotional  strategy  that  positioned  and 
differentiated  the  S/HMO  concept  from  coverage  already 
offered  by  high  option  TEFRA  HMO  alternatives. 

Underestimating  necessary  marketing  budgets  In  the  initial 
project  year.  As  actual  enrollments  began  to  lag  behind 
projected  membership,  resources  devoted  to  marketing 
increasd.  At  Seniors  Plus,  SHP,  and  Elderplan  marketing 
budgets  ranged   from  10-14  percent  of  total  operating 
costs  but  were  still  less  than  the  amount  of  resources 
generally  devoted  to  marketing  by  TEFRA  HMO 
compet I  tors. 
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An  additional  factor  negatively  Influencing  enrollment  success, 
particularly  In  the  highly  competitive  Ml nneapol Is-St .Pau I  and' 
Long  Beach  markets,  was  delayed  entry.   The  Initial  planning  and 
marketing  activities  for  the  S/HMO  occurred  In  1983.   As  the 
S/HMOs  prepared  to  start-up,  there  was  a  one  year  delay  In 
Federal  approval  which  was  not  resolved  by  Congress  until  summer 
1984.   The  S/HMOs  then  submitted  their  final  protocols  to  HCFA 
ahd  were  approved  for  start-up  In  early  1985. 

Except  for  Medicare  Plus  II.  only  Elderplan  has  begun  to  achieve 
a  level  of  monthly  growth  consistent  with  enrollment  projections 
at  the  outset  of  the  demonstration.  As  of  September  1987. 
enrollments  are  4952  at  Medicare  Pius  II;   4068  at  Elderplan- 
2705  at  SHP;  and  2417  at  Seniors  Plus. 

None  of  the  sites  achieved  planned  Medicaid  enrollments, 
projected  by  the  sites  at  500  Medicare  Pius  II;  517  Elderplan; 
800  SHP;  and  650  Seniors  Pius.   At  the  end  of  24  months,  the 
number  of  dually  eligible  enrol  lees  at  each  of  the  sites  was  108 
at  Medicare  Plus  11;  106  at  Elderplan;  221  at  SHP;  and  22  at 
Seniors  Plus. 

A  major  Issue  in  marketing  the  S/HMO  was,  and  remains, 
uncertainty  about  selection  bias.   Because  the  proportion  of 
potential  chronic  care  benefit  users  was  projected  to  be  small 
(I.e.  between  5  and  14  percent),  the  S/HMOs  argued  to  HCFA  that 
minor  variations  from  these  projections  could  place  the  sites  In 
financial  Jeopardy  and  strain  service  delivery  systems. 

To  protect  against  adverse  selection  (I.e.,  the  S/HMOs  enrolling 
a  larger  percentage  of  functionally  Impaired  members  than  in  the 
aged  population  in  the  market  area).  HCFA  permitted  the  sites  to 
exercise  the  option  of  queuing  applicants.  The  purpose  of  queuing 
was  to  assist  the  S/HMO  In  achieving  and  maintaining  an  enrol  lee 
case-mix  whose  distribution  on  levels  of  functional  Impairment 
(I.e.,  severely,  moderately,  and  unimpaired)  was  representative 
of  the  distribution  estimated  for  the  community.   Based  on  data 
from  national  surveys  of  the  elderly  (e.g.,  1977  Current  Medicare 
Survey;  1977  Health  interview  Survey),  Brandeis  University 
researchers  estimated  that  3-6  percent  of  the  population  would  be 
severely  impaired,  13-17  percent  moderately  Impaired,  and  72-82 
percent  unimpaired. 

Medicare  Plus  II  decided  from  the  outset  not  to  queue  applicants. 
At  the  other  three  sites,  the  S/HMO  Application  Form  contained  a 
set  of  questions  about  the  applicant's  functional  status.   Ail 
applications  were  reviewed  by  the  S/HMOs'  membership  services 
department,  and  when  the  proportion  of  S/HMO  enrol  lees  In  either 
the  severely  or  moderately  Impaired  categories  exceeded 
community  estimates,  the  sites  coi?l  d  place  the  applicant  on  a 
waiting  list  until  more  unimpaired  persons  enrolled. 
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Elderplan  made  the  greatest  use  of  queuing.   At  the  end  of  the 
fourth  quarter  1985,  Elderplan  had  29  severely  Impaired  and  6 
moderately  Impaired  applicants  on  Its  waiting  list.   In  the 
fourth  quarter  1986,  123  severely  Impaired  persons  were  In  the 
Elderplan  queue.   At  the  end  of  the  fourth  quarter  1985,  Seniors 
Plus'queue  had  14  severely  Impaired  persons.   By  the  end  of  the 
fourth  quarter  1986,  Seniors  Plus'  severely  Impaired  queue  had 
grown  to  87  persons.   SHP  had  no  persons  In  Its  queue  at  the  end 
of  1985  or  1986  but  did  Intermittently  queue  applicants. 

The  following  observations  can  be  made  about  whether  the  S/HMOs 
enrolled  a  broad  cross-section  of  the  elderly  population:  (1) 

o     In  Portland,  Long  Beach,  and  the  Twin  Cities,  there 
were  no  statistically  significant  differences 
between  the  percentage  of  severely  Impaired 
Medicare  beneficiaries  enrolled  In  the  S/HMO 
and  the  estimated  percentage  of  severely 
Impaired  Medicare  beneficiaries  who  enrolled 
In  risk-contract  HMO  competitors  from  June 
1985-March  1986,  the  Initial  year  of  the 
S/HMO  demonstration  or  In  f ee-for-serv I ce . 
Severe  Impairment  Is  defined  as  the  presence 
of  one  or  more  limitations  In  activities  of 
dally  living  and/or  being  bed  bound.  In  the 
Twin  Cities,  the  percentage  of  severely 
impaired  S/HMO  enrol  lees  was  somewhat  less 
than  the  estimate  for  fee-for-service 
beneficiaries  and  slightly  more  than  among 


These  findings  are  based  on  a  telephone  survey 
conducted  by  Westat,  Inc.  May  1986-January  1987.  This 
survey  collected  health  status  and  demographic  data  from 
a  random  sample  of  9518  aged  f ee-for-servlce  Medicare 
beneficiaries  residing  in  the  S/HMO  market  areas  and 
2132  beneficiaries  who  Joined  TEFRA  HMO  risk- 
contract  competitors  to  the  S/HMOs  from  June  1985- 
March  1986.   The  primary  purpose  of  this  survey  was 
case-finding;  to  Identify  functionally  impaired  fee- 
for-service  Medicare  beneficiaries  who  could  serve  as 
the  evaluation's  comparison  group.   These  data  are 
compared  to  equivalent  data  on  the  population  of 
S/HMO  enrol  lees   collected  by  the  S/HMOs  primarily 
through  mail  surveys  Joining  Medicare  Pius  II  and 
SHP  from  the  beginning  of  the  demonstration  through 
June  1986  and  at  Elderplan  and  Seniors  Pius  through 
December  1986.   in  total,  9884  persons  comprise  this 
S/HMO  population. 
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HMO  enrol  lees. 

In  Brooklyn,  the  percentage  of  severely  Impaired 
S/HMO  enrol  lees  was  considerably  less  than  In  fee-for- 
servlce.   No  HMO  comparison  group  was 
available  In   Brooklyn  as  there  were  no 
Medicare  risk-contract  HMOs  or  CMPs  marketed 
during  the  study  period: 


S/HM0(%) 

HM0(%) 

FFS(%) 

+ 
+ 
+ 
+ 

Port  land 
Long  Beach 
Tw 1 n  Cities 
Brook Iyn 

5.3 
6.0 
5.3 
2.9  [a] 

5.4 
6.1 
4.0  [b] 

6.1 
5.0 
6.7 
8.9 

[a]  p<.05  for  difference  between  S/HMO  and  FFS 
proport Ions 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proport Ions 

With  the  exception  of  Elderplan,  the  S/HMOs  have   enrolled  < 
greater  percentage  of  moderately  Impaired  persons  than 
either  their  TEFRA  HMO  competition  or  among  f ee-for-serv Ice 
Medicare  beneficiaries: 


S/HM0(%) 

HM0(%) 

FFS(%) 

+ 
+ 
+ 
+ 

Port  land: 
Long  Beach: 
Tw 1 n  Cities: 
Brook Iyn : 

14.8  [a] 

13.4  [a] 

10.4  Cc] 

7.5  [a] 

4.2  tc] 
8.0  [c] 
5.6  Cb] 

8.3  Cb 
7.3 
9.9 
10.3 

Ca]  p<.05  for  difference  between  S/HMO  and  FFS 

proport Ions 
Cb]  p<.05  for  difference  between  HMO  and  FFS 

proport Ions 
Cc]  p<.05  for  difference  between  S/HMO  and  HMO 

proport Ions 

Moderate  Impairment  is  defined  as  the  presence  of  two  or 
more  limitations  in  Instrumental  activities  of  dally 
living,  the  use  of  a  wheelchair  or  walker,  proxy  report 
of  severe  memory  loss,  and/or  S/HMO  site-specific 
defined  Impairment.   It  Is  Important  to  observe  that  up 
until  June      1986,  Elderplan  had  enrolled  a 
percentage  of   moderately      Impaired  persons 
comparable  to  the  f ee-for-serv I ce  estimate  provided 
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here.   An  as  yet  unexplained  decline  In  enrolling 
Impaired   persons  seems  to  have  occurred  at  Elderplan 
between  July-December  1986. 

Generally,  the  percentage  of  S/HMO  enrol  lees  who  report 
themselves  In  the  extremes  of  excellent  or  poor  health   Is 
consistently  less  than  In   f ee-for-serv Ice  and  HMO  samples; 

+    Percent  In  excel  lent  heal th: 

S/HMO(%)         HMO(%)  FFS(%) 

Portland:  23.5  [a]  41.9  [c]  36.0  [b] 

Long  Beach:  24.1  [a]  35.1  [c]  37.1 

Twin  Cities:  16.5  [a]  37.1  [c]  31.9  [b] 

Brooklyn:  20.6  -  21. 0 

+     Percent  In  poor  health; 

Portland:  1.5  [a]  3.2  [c]  5.0  [b] 

Long  Beach:  2.9  [a]  5.4  [c]  6  2 

Twin  Cities:  1.1  [a]  3.I  [c]  5.4  [b] 

Brooklyn:  2.4  [a]  _  10. 0 

[a]  p<.05  for  difference  between  S/HMO  and  FFS 
proport Ions 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proportions 

[c]  p<.05  for  difference  between  S/HMO  and  HMO 
proportions 


Generally,  the  percentage  of  S/HMO  enrol  lees  reporting 
having  a  usual  source  of  care  prior  to  enrolling  Is  less 
than  that  reported  by  both  TEFRA  HMO  enrol  lees  prior  to 
their  enrollment  and  fee-for-servlce  Medicare 
benef Iclar les: 
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S/HMO(%) 

HMO(%) 

FFS(%) 

84.7  [a] 
84.5  [a] 
89.5  [a] 
69.0  [a] 

97.4  [c] 

92.0  [c] 

97.1  [c] 

92.0  [b 
91  .4 
92.9  [b 
90.0 

+  Portland: 

+  Long  Beach: 

+  Tw I n  C 1 1  i  es : 

+  Brooklyn: 

[a]  p<.05  for  difference  between  S/HMO  and  FFS 
proport Ions 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proport Ions 

Co]  p<.05  for  difference  between  S/HMO  and  HMO 
proport Ions 

The  dramatic  difference  In  Brooklyn  Indicates  that  because 
Elderplan  enrol  lees  had  limited  primary  care  physician 
access  (I.e.,  only  one  small  physician  group)  In 
order  to  Join   this  S/HMO,  they  would  almost  certainly 
have  to  give  up  their  usual  source  of  care.  If  they  had 
one.   Second,  not  having  a  usual  source  of  care  is 
associated  with  being  In  better  health  and  thus  having 
a  weaker  bond  with  medical  services. 

Reflected  in  these  data  are  certain  market-sped  f  ic 
demographic  differences  between  S/HMO  enrol  lees.  TEFRA  HMO 
enrol  lees,  and  Medicare  fee-for-servlce  beneficiaries  that 
may  be  useful  from  the  perspective  of  marketing 
research: (2) 


Medicare  Plus  II  (I.e.,  Portland)  enrol  lees 
tended  to  be  older,  less  well  educated  and  have 
lower  incomes  than  either  TEFRA  HMO  or  fee- 
for-servlce  Medicare  beneficiaries.   For 
example,  45  percent  of  Medicare  Plus  11 
enrol  lees  had  not  graduated  from  high  school, 
compared  to  24  percent  of  HMO  enrol  lees,  and 
28  percent  of  fee-for-servlce  beneficiaries. 
Only  8  percent  of  Medicare  Pius  II  enrol  lees 
had  Incomes  of  $25,000  or  more,  compared  to 
17  percent  of  HMO  enrol  lees,  and  17  percent 
of  fee-for-servlce  respondents. 


differences  between  S/HMO  enrol  lees,  recent  TEFRA 
enrol  lees,  and  fee-for-servlce  Medicare  beneficiaries  are 

05. 


Al  I 
enr 
Stat  I  s 


CCS,  anu  Tce-Tor— ser V  I c« 

ticaiiy  significant,  p< 
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A  greater  percentage  of  SHP  (I.e.,  Long  Beach) 
enrol  lees  lived  alone  (43  percent)  than  among 
HMO  (35  percent)  or  f ee-for-serv Ice  (34 
percent)  beneficiaries.  While  50  percent  of 
S/HMO  enrol  lees  were  75  or  older,  only  38 
percent  of  fee-for-servlce  beneficiaries  and 
33  percent  of  HMO  enrol  lees  were  older  than 
75.  Hispanic  Medicare  beneficiaries  appear  to 
have   been  disproportionately  attracted  to 
SHP's  TEFRA  HMO  competition  (I.e.,  15.7 
percent  of  TEFRA  HMO  respondents  were 
Hispanic  compared  to  only  2  percent  of 
S/HMO  enrol  lees  and  4  percent  of  fee-for- 
servlce  respondents).   Both  SHP  and  Long 
Beach  TEFRA  enrol  lees  tend  to  have  lower 
Incomes  than  fee-for-servlce  Medicare 
beneficiaries.   While  45  percent  of  S/HMO 
enrol  lees  and  38  percent  of  HMO  enrol  lees  had 
Incomes  of  less  than  $10,000,  23  percent  of 
fee-for-servlce  beneficiaries  fell  In  this 
Income  level.  S/HMO,  HMO,  and  fee-for-servlce 
respondents  seem  to  have  similar  educational 
level s. 

In  the  Twin  Cities,  fee-for-servlce  beneficiaries 

tend  to  have  lower  Incomes  than  either 

Seniors  Plus  or  TEFRA  HMO  enrol  lees.  Only  24 

percent  of  S/HMO  enrol  lees  report  Incomes 

under  $10,000  compared  to  27  percent  of  HMO 

enrol  lees  and  33  percent  of  fee-for-servlce 

beneficiaries.   Both  S/HMO  and  TEFRA 

enrol  lees  are  also  less  likely  to  live  alone 

and  more  likely  to  live  with  a  spouse  than 

are  Twin  Cities'  fee-for-servlce  Medicare 

beneficiaries.  While  34  percent  of  S/HMO 

enrol  lees  were  over-75,  an  estimated  51 

percent  of  Twin  Cities'  f ee-for-serv ice 

beneficiaries  were  75  or  older. 
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V.    How  aware  were  Medicare  beneficiaries  of  the  S/HMO 

alternative  to  traditional  f ee-f or-serv I ce  Medicare  and 
TEFRA  risk-based  prepaid  health  plans  7  How  did 


Medicare   beneficiaries  become  aware  of  the  S/HMO 
alternative?  Why  did  Medicare  beneficiaries  choose  to   Join 
a  S/HMO  ?       ~  ~ -^ 

With  the  exception  of  Elderplan.  the  other  three  demonstration 
sites  appear  to  have  enrolled  Medicare  beneficiaries  whose 
prevalence  of  functional  Impairment  Is  consistent  with  a 
fundamental  principle  underlying  the  S/HMO  concept —  enrolling  a 
cross-section  of  the  Medicare  population.   The  percentage  of 
severely  and  moderately  Impaired  S/HMO  enrol  lees  Is  greater  than 
the  estimated  distribution  of  Impairment  among  f ee-f or-serv ice 
beneficiaries  in  Portland,  Long  Beach,  and  the  Twin  Cities. 
Especially  when  compared  to  persons  who  enrolled  In  TEFRA  HMO 
competitors,  the  S/HMOs  appear  to  have  enrolled  even  a  greater 
percentage  of  moderately  Impaired  persons. 

These  data  are  problematic  from  two  perspectives.   First,  this 
finding  may  Indicate  a  favorable  selection  bias  among  the  S/HMOs' 
TEFRA  competition  with  respect  to  enrolling  persons  whose 
functional  status  levels  approximate  the  distribution  of 
functional  status  in  the  market  area. 

Second,  these  data  illustrate  the  difficulty  faced  by  the  S/HMOs 
In  differentiating  their  product  from  TEFRA  HMO  competitors: 

o    To  the  extent  that  the  S/HMOs  place  undue  emphasis  on 
promoting  the  unique  chronic  care  benefits  package, 
they  risk  increasing  the  probability  that 
disproportionate  numbers  of  severely  or  moderately 
Impaired  Medicare  beneficiaries  will  be  attracted  to 
the  S/HMO  (I.e.,  encourage  adverse  selection).  This 
could  especially  be  the  case  If  queuing  was  not  allowed 
or  eligibility  criteria  for  chronic  care  benefits  were 
relaxed. 

o    On  the  other  hand,  to  the  extent  that  the  S/HMOs  avoid 
promoting  their  plan's  chronic  care  benefits,  they  may 
fall  to  differentiate  their  product  from  existing 
Medicare  prepaid  health  plan  alternatives  (e.g.,  to  the 
public,  a  S/HMO  ioqks  no  different  than  a  TEFRA  HMO) 
and  with  generally  higher  premiums  fail  to  meet  break- 
even enrollment  levels. 
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Awareness  of  Medicare  prepaid  health  plan  alternatives  Is  a 
necessary  condition  for  deciding  to  choose  to  Join  such  a  plan. 
Survey  findings  from  the  evaluation  of  17  Medicare  competition 
demonstrations  located  throughout  the  country  showed  that  53 
percent  of  f ee-for-servlce  Medicare  beneficiaries  who  were  not 
enrolled  In  HMOs  but  lived  In  market  areas  with  Medicare  HMOs 
were  aware  that  the  HMO  option  was  available  to  them  (Brown, 
Clemneckl,  and  Langwell,  1987).  Prepaid  health  plans  entering  the 
Medicare  market  must  design  marketing  materials  that  1)  provide 
information  on  the  HMO  concept,  generally;  and  2)  emphasize  the 
particular  advantages  of  the  specific  package  offerred  by  the 
HMO. 

As  measured  In  the  S/HMO  evaluation,  HMO  awareness  In  the  mature 
competitive  Twin  Cities  and  Long  Beach  markets  was  much  higher 
than  53  percent.  An  estimated  78  percent  of  Twin  Cities  and  76 
percent  of  Long  Beach  f ee-for-serv ice  beneficiaries  were 
cognizant  of  HMOs. (3) 

By  contrast,  59  percent  of  Portland  f ee-for-servlce  respondents 
recognized  the  concept  of  an  HMO,  although  72  percent  of  these 
persons  reported  hearing  about  Kaiser  Medicare  Pius  I,  the 
Portland  TEFRA  HMO  "market  leader."   in  this  study,  "market 
leader"  is  defined  as  the  TEFRA  risk-contract  HMO  with  the 
largest  enrollment  at  the  time  of  the  survey.   This  finding 
speaks  to  the  dominance  of  KP  in  this  market  and  to  the 
relatively  recent  emergence  of  prepaid  health  plan  alternatives 
In  Portland  serving  the  Medicare  population. 

Only  an  estimated  38  percent  of  Brooklyn  Medicare  beneficiaries 
knew  about  the  HMO  concept.   This  finding  reflects  the  newly 
competitive  nature  of  the  New  York  City  market  with  respect  to 
the  introduction  of  prepaid  health  plan  alternatives  for  both 
Medicare  beneficiaries  and  persons  under-65  years  of  age. 


These  findings  on  awareness  or  prepaid  health  plan 
alternatives  and  choice  of  the  S/HMOs  are  based  on 
telephone  Interviews  with  4188  S/HMO,  TEFRA  HMO,  and  fee- 
for-servlce  Medicare  beneficiaries  drawn  from  the  larger 
fee-for-servlce  and  TEFRA  HMO  samples  and  S/HMO  population 
described  in  Footnote  1. 
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In  the  Twin  Cities  and  Long  Beach,  S/HMO  members,  recent  TEFRA 
enrollees,  and  f ee-for-serv Ice  beneficiaries  had  approximately 
the  same  levels  of  awareness  of  the  trade  name  of  the  TEFRA 
market  leader  (I.e.,  around  75  percent  In  Long  Beach  and  89 
percent  In  the  Twin  Cities).   However,  In  Portland  only  an 
estimated  42  percent  of  S/HMO  enrollees  could  Identify  Medicare 
Plus  I,  while  89  percent  of  recent  Portland  TEFRA  HMO  enrollees 
cquld  Identify  Medicare  Plus  I  from  a  list  of  risk-contracts 
marketed  In  Multnomah  County.  Respondents  were  not  asked  If  they 
were  aware  of  the  plan  they  Joined. 

On  one  hand  It  Is  difficult  to  understand  this  result,  as 
approximately  2,400  S/HMO  enrollees  were  Kaiser  cost  contract 
converts  and  ostensibly  should  have  been  aware  of  the  Kaiser 
TEFRA  risk-contract  alternative.   On  the  other  hand,  during  the 
period  when  Kaiser  actively  marketed  the  S/HMO  In  Multnomah 
County,  It  did  not  promote  the  Medicare  Plus  I  TEFRA  product. 
Kaiser  consciously  decided  not  to  market  two  competing  Medicare 
products  until  the  projected  S/HMO  enrollment  of  4,000  members 
was  met.   Thus,  It  Is  possible  that  relatively  few  Portland  fee- 
for-servlce  Medicare  beneficiaries  were  likely  to  have  heard  of 
Med Icare  P I  us  I . 

Compared  to  TEFRA  market  leaders,  awareness  of  the  S/HMO  among 
recent  TEFRA  enrollees  and  f ee-for-serv Ice  beneficiaries  was 
lower,  considerably  so  In  Long  Beach  and  Portland.  In  the  Twin 
Cities,  awareness  of  Seniors  Plus  was  high;  an  estimated  65 
percent  among  persons  Joining  a  TEFRA  HMO  competitor  and  70 
percent  among  f ee-for-serv Ice  beneficiaries.  In  Long  Beach,  43 
percent  of  f ee-for-serv I ce  and  47  percent  of  HMO  enrollees 
acknowledged  hearing  about  SHP .   While  In  Portland,  38  percent  of 
fee-for-servlce  and  55  percent  of  HMO  enrollees  recognized 
Medicare  Plus  II.    Unfortunately,  due  to  an  oversight  In  data 
collection  procedures,  we  cannot  estimate  what  percentage  of 
Brooklyn  fee-for-servlce  Medicare  beneficiaries  were  aware  of 
E Iderplan. 

Survey  data  also  indicate  that  across  all  markets,  the  sources  of 
Information  having  the  greatest  Influence  on  Medicare 
beneficiaries  choosing  the  S/HMO  were  consistently  different  than 
among  beneficiaries  choosing  HMOs : 
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o     In  the  Twin  Cities,  Long  Beach,  and  Portland,  word-of-mouth 
from  friends  and  relatives  was  overwhelmingly  Medicare 
beneficiaries'  most  Influential  source  of  Information 
In  the  TEFRA  enrollment  decision.   Among  the  S/HMOs,  17 
percent  of  Seniors  Plus,  24  percent  of  SHP,  26  percent 
of  Medicare  Pius  11,  and  30  percent  of  Eiderpian 
enrol  lees  found  word-of-mouth  to  be  most  influential  In 
,    their  decision  to  Join  a  S/HMO.  By  contrast,  70  percent 
of  Twin  Cities,  59  percent  of  Long  Beach,  and  49 
percent  of  Portland  TEFRA  HMO  enrol  lees  were  convinced 
to  Join  a  prepaid  health  plan  by  friends  and  relatives. 

o    The  predominant  way  In  which  S/HMO  enrol  lees  report 

finding  out  about  the  demonstration  was  mass  marlceting 
campaigns  (i.e.,  direct  mail  and  telemarketing).   55 
percent  of  Seniors  Plus,  45  percent  of  Medicare  Plus 
II,  and  37  percent  of  Eiderpian  enrol  lees  cited  direct 
mall,  telemarketing,  and  Individual  meetings  with  plan 
sales  representatives  as  most  influential  in  their 
enrollment  decision.   At  SHP,  in  addition  to  21  percent 
of  respondents  acknowledging  these  marketing  approaches 
as  most  influential  in  their  decision  to  enroll,  an 
additional  18  percent  stated  that  plan  advertisements 
convinced  them  to  enroll. 

These  findings  about  Medicare  beneficiaries'  awareness  of  the 
S/HMOs  and  the  sources  reported  as  most  influential  In  the 
enrollment  decision  are  consistent  with  how  the  demonstration 
sites  promoted  and  sold  the  S/HMO  during  the  first  24  months  of 
the  demonstration. 

o     In  marketing  their  demonstrations,  Eiderpian  and 

Medicare  Plus  II  did  not  actively  promote  the  chronic 
care  services  component  of  the  S/HMO  but  chose  to  sell 
the  demonstration  as  a  comprehensive  prepaid  health 
plan.   Seniors  Plus  and  SHP  did  initially  emphasize  the 
S/HMOs'  chronic  care  benefits  In  their  marketing 
i  i  terature. 

These  marketing  strategies  were  logical.   Awareness  of 
the  HMO  concept  was  relatively  low  among  Brooklyn 
seniors.  Since  Eiderpian  faced  no  TEFRA  competition 
during  its  first  24  months  of  operations,  marketing 
resources  were  better  spent  Informing  persons  about  the 
general  advantages  of  prepaid  health  care  than 
promoting  the  unique  features  of  the  S/HMO  model. 
Similarly  Medicare  Pius  ii's  desire  to  have  the  S/HMO 
product  be  consistent  with  KP ' s  corporate  objectives 
argued  for  treating  the  S/HMO  simply  as  a  another 
option  for  seniors  that  Kaiser  was  willing  to  stand 
squarely  behind. 
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o    By  contrast,  SHP  and  Seniors  Plus  recognized  that  In  their 
mature  competitive  markets,  the  S/HMO  concept  would 
somehow  have  to  be  clearly  differentiated  from  TEFRA 
HMO  alternatives  If  It  was  to  sell.  Promoting  the 
availability  of  chronic  care  services  Is  one  way  to 
differentiate  the  S/HMO  from  other  prepaid  Medicare 
a  I ternat I ves . 

SHP  and  Seniors  Plus  faced  a  greater  marketing  challenge 
than  the  other  demonstration  sites,  in  the  Twin  Cities 
and  Long  Beach,   the  S/HMO  demonstration  was  Introduced 
In  mature  competitive  markets  where  other  HMOs  already 
offered  Medicare  beneficiaries  additional  non-covered 
services  (e.g.,  prescription  drugs)  at  competitive 
prices.   Based  upon  enrollments  to  date,  it  appears 
that  neither  SHP  nor  Seniors  Pius  has  successfully 
accomplished  this  positioning  objective. 

The  way  In  which  the  demonstrations  advanced  the  chronic  care 
services  part  of  the  S/HMO  model  has  made  It  difficult  to  explore 
the  fundamental  question  of  consumer  Interest  In  long-term  care 
services  within  the  framework  of  a  comprehensive  prepaid  health 
plan.   The  role  that  may  have  been  played  by  the  chronic  care 
services  benefit  package  in  Influencing  enrollment  Is  only 
partially  revealed  In  the  analysis  of  data  as  to  why  Medicare 
beneficiaries  Joined  a  S/HMO. 

The  most  important  reasons  given  by  S/HMO  enrol  lees  for  Joining 
the  four  demonstrations  are  similar  across  sites  and  are 
distinctly  different  than  the  principal  reason  given  by  Medicare 
beneficiaries  who  could  have  Joined  the  S/HMOs  but  decided  to 
enroll  In  a  TEFRA  HMO  competitor  Instead.   At  ail  sites,  the 
opportunity  to  get  more  benefits  was  the  dominant  reason  persons 
Joined  the  S/HMO  demonstrations  (64  percent  Seniors  Plus-,  38 
percent  Medicare  Plus  I  I  ;  35  percent  Elderplan  and   36  percent 
Long  Beach).   By  contrast,  TEFRA  HMO  enrol  lees  explicitly  related 
price  to  coverage  considerations  as  their  most  frequently 
occuring  reason  for  enrolling  (37  percent  Long  Beach;  30  percent 
Portland;  and  24  percent  Twin  Cities).   In  addition,  15  percent 
of  Portland  and  16  percent  of  Long  Beach  TEFRA  enrol  lees  cited 
only  lower  premiums  as  the  major  reason  they  Joined  a  Medicare 
prepaid  health  plan  alternative. 

The  evaluation  has  no  direct  empirical  evidence  as  to  whether 
Medicare  beneficiaries  who  Joined  a  S/HMO  primarily  because  of 
additional  benefits  were  especially  attracted  because  of  chronic 
care  services  availability  or  because  of  expanded  services  not 
covered  by  Medicare  or  available  HMO  alternatives  (e.g., 
prescription  drugs). 
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Across  all  four  sites,  at  least  95  percent  of  S/HMO  respondents 
knew  that  their  demonstrations  provided  prescription  drug 
benefits.   Regarding  prescription  drug  Insurance  coverage  among 
TEFRA  HMO  enrol lees  and  f ee-for-serv Ice  beneficiaries,  the 
percentage  of  respondents  stating  they  had  such  coverage  ranged 
as  fol lows: 


+    Portland 
+    Long  Beach 
+    Tw I n  C I t I es 


HMO(%) 


FFS(X) 


51 

.  1 

40, 

.7 

[b] 

78, 

.0 

57. 

.0 

Cb] 

28. 

.3 

59. 

.  1 

Cb] 

[b]  p<.05  for  difference  between 
proport Ions 


HMO  and  FFS 


These  data  Indicate  that  S/HMO  enrol  lees  do  perceive  a 
superiority  In  coverage  of  non-chronic  care  services  not  covered 
by  Medicare  when  compared  to  available  HMO  alternatives  or  fee- 
for-servlce. 


By  comparison,  between  85  to  94  percent  of  S/HMO  enrol  lees  knew 
they  had  expanded  nursing  home  and  home  care  benefits  while  amonc 
TEFRA  HMO  and  f ee-for-serv Ice  Medicare  beneficiaries  awareness 
about  chronic  care  services  coverage  ranged  as  follows: 


+  Portland 

+  Long  Beach 

+  Tw I n  CI t I es 

+  Brooklyn 


S/HMO(%)   HMO(X) 


90 
93 
91 
84 


6 
9 
9 
7 


[a] 
[a] 
[a] 
[c] 


61 
58 
48 


[C] 
[c] 
[c] 


FFS(%) 


34 
38 
36 
28 


0 

4 
1 
8 


Cb] 
Cb] 
Cb] 


Ca]  p<.05  for  difference  between  S/HMO  and  FFS 

proport Ions 
Cb]  p<.05  for  difference  between  HMO  and  FFS 

proport Ions 
Cc]  p<.05  for  difference  between  S/HMO  and  HMO 

proport Ions 
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The  finding  that  between  49  to  62  percent  of  TEFRA  HMO  and  29  to 
38  percent  of  f ee-for-serv Ice  Medicare  beneficiaries  believed 
they  had  chronic  care  services  available  under  their  current 
coverage  Is  evidence  of  possible  confusion  over  the  coverage 
limits  of  standard  Medicare  SNF  and  home  health  care  benefits, 
interviews  with  representatives  of  the  S/HMOs'  TEFRA  HMO 
competitors  Indicate  that  the  way  In  which  some  of  these  HMOs 
described  their  Medicare  SNF  and  home  health  benefits  In  their 
marketing  literature  conveyed  the  Impression  of  more  long  term 
care  coverage  than  was  actually  available.   For  example,  HMOs 
correctly  advertise  payment  In  full  for  Medicare  SNF  and  home 
health  care  benefits  but  do  not  effectively  point  out  that  these 
benefits  do  not  Include  chronic  care.   This  finding  provides 
evidence  of  the  difficulty  S/HMOs  face  In  positioning  their 
product  using  chronic  care  services  benefits  to  differentiate 
themselves  in  the  marketplace. 

While  there  is  no  direct  way  of  discerning  whether  chronic  care 
was  not  a  part  of  the  gestait  that  influenced  beneficiaries  to 
Join  a  S/HMO,  there  are  at  least  three  data  elements  Indicating 
that  the  availability  of  chronic  care  services  was  not  a  leading 
factor  in  the  S/HMO  enrollment  decision.  First,  at  the  time  of 
the  survey  no  more  than  16  percent  of  S/HMO  enrol  lees  reported 
considering  a  nursing  home  admission  as  very  likely  In  the  next 
three  years.   S/HMO  enrol  lees  were,  however,  more  likely  to  view 
themselves  "at  risk"  of  institutionalization  than  their  HMO  or 
fee-for-servlce  counterparts.   Second,  among  S/HMO  enrol  lees,  the 
actual  use  of  chronic  care  services  such  as  a  homemaker,  an  adult 
day  care  center,  or  a  visiting  nurse  did  not  exceed  3  percent 
across  the  four  sites.   Thus,  the  actual  demand  for  these 
services  among  S/HMO  members  at  the  time  the  enrollment  decision 
was  made  was  low  and  was  lower  than  the  S/HMOs'  projected  In 
their  demonstration  protocols.  Finally,  the  survey  found  that 
there  were  no  statistically  significant  differences  In  Brooklyn, 
Long  Beach,  and  the  Twin  Cities  between  S/HMO  enrol  lees,  HMO,  and 
fee-for-servlce  beneficiaries  In  their  likelihood  of  considering 
the  purchase  of  long-term  care  insurance. 

In  Portland,  the  survey  found  that  S/HMO  members  were  less  likely 
than  HMO  and  fee-for-servlce  beneficiaries  to  consider  purchasing 
long-term  care  Insurance,  although  across  the  four  demonstrations 
consideration  of  long-term  care  Insurance  was  similar  (I.e., 
Medicare  Plus  l I ,  37  percent;  SHP,  39  percent;  Elderplan, 
41  percent;  and  Seniors  Plus.  45  percent). 
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VI .   Case  Management  In  the  S/HMO  Demonstrations 

A.   What  are  the  effects  of  different  case  management  policies 
and  practices  on  enroliees'  eligibility  and  use  of  the 
S/HMOs*  chronic  care  benefits? 

In  the  S/HMO  concept,  the  role  and  authority  of  the  case  manager 
was  envisioned  as  much  broader  than  the  case  manager's  role  In 
Department  of  Health  and  Human  Services'  supported  community- 
based  care  and  channeling  demonstrations.   In  these  exclusively 
long  term  care  demonstrations,  the  case  managers'  role  focused 
primarily  on  screening/assessment  and  the  coordination  and/or 
provision  of  community-based  care.   In  the  S/HMO,  the  case 
managers  were  to  have  primary  responsibility  for  administering 
the  chronic  care  benefit  package,  monitoring  the  use  of  chronic 
care  and  the  budget  for  these  services  with  final  authority  over 
chronic  care  resource  allocation. 

HCFA  placed  no  restrictions  on  the  S/HMO  demonstrations 
concerning  which  members  should  be  eligible  to  receive  chronic 
care  benefits.   The  primary  reason  for  giving  the  demonstrations 

latitude  In  defining  eligibility  for  the  chronic  care  benefit  was 
to  test  how  services  could  best  be  targeted  to  functionally 

Impaired  enroliees  within  a  services  package  that  had  a  budgetary 
constraint. 

Ultimately,  the  decision  regarding  eligibility  for  chronic  care 
benefits  was  linked  to  the  modified  AAPCC  reimbursement  rate 
negotiated  with  HCFA.  This  modification  paid  the  S/HMOs  100 
percent  of  the  modified  institutional  AAPCC  rate  for  persons 
certified  "at  risk"  of  institutionalization  who  resided  in  the 
community  (I.e.,  the  NHC  group).   in  conjunction  with  a 
screening/assessment  process  discussed  below,  the  S/HMOs  used 
their  respective  State's  nursing  home  certification  screening 
form  to  establish  that  a  person  should  be  classified  as  NHC,  thus 
allowing  the  S/HMO  to  receive  an  Institutional  rate  of  payment 
from  HCFA  for  these  persons. 

Even  though  this  higher  rate  of  payment  is  related  to  higher 
projected  acute  care  costs  (I.e.,  the  AAPCC  represents  the 
projected  costs  for  standard  Part  A  and  Part  B  Medicare  benefits 
If  that  HMO/CMP  enrol  lee  had  remained  in  f ee-for-serv Ice) ,  It  Is 
reasonable  to  assume  that  NHC  enroliees  are  most  likely  to  need 
and  receive  chronic  care  services.   However,  S/HMOs  could  provide 
chronic  care  services  to  members  who  were  not  certified  as  NHC 
(I.e.,  enroliees  who  may  be  severely  or  moderately  Impaired  but 
not  certified  "at  risk"  of  Institutionalization). 
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To  determine  eligibility  for  chronic  care  benefits  regardless,  of 
an  enrol  lee's  NHC  status,  each  new  S/HMO  enrol  lee  receives  a 
Health  Status  Form  (HSF)  by  mall  which  asks  questions  concerning 
the  member's  health  status,  functional  limitations,  prior  and 
current  use  of  acute  and  long  term  care  services,  and  soclo- 
demographlc  characteristics.   Case  managers  review  these  forms 
and  conduct   a  follow-up  telephone  screen  to  obtain  missing 
Information  or  clarify  responses.   As  case  management  caseloads 
grew,  telephone  screens  were  conducted  less  frequently. 

The  HSF  Is  used  to  make  an  Initial  determination  about 
eligibility  for  chronic  care  services.   At  all  sites,  members 
classified  as  unimpaired  or  mildly  Impaired  using  the  HSF  data 
are  not  eligible  for  chronic  care  benefits  or  case  management 
unless  their  health  or  functional  status  declines  at  a  later 
date. 

The  final  determination  of  chronic  care  services  eligibility  was 
made  through  case  managers'  use  of  an  In-person  Comprehensive 
Assessment  Form  (CAF).  The  CAF  Is  a  standardized  Interview 
protocol  covering  much  of  the  same  Information  as  the  HSF  but  In 
greater  depth  and  breadth.   The  CAF  Is  sufficiently  detailed  to 
generate  the  Information  necessary  to  meet  the  different  State 
nursing  home  certification  requirements  of  the  four  sites. 

While  the  S/HMO  case  managers  used  a  standardized  CAF  (I.e.,  key 
data  Items  were  the  same  at  all  sites),  except  for  a  small  group 
of  very  disabled  HSF  respondents,  they  did  not  fully  standardize 
the  selection  of  members  to  whom  the  form  was  administered.   At 
Medicare  Plus  II,  CAFs  were  conducted  by  a  case  manager  on  all 
new  enrol  lees  who  were  bed  bound  or  needed  assistance  with  two  or 
more  activities  of  dally  living  as  Indicated  by  HSF  responses.  At 
the  other  three  sites,  somewhat  less  restrictive  criteria  were 
used  (I.e.,  bedbound  and/or  one  or  more  activities  of  dally 
II vl ng  I Iml tat  Ions) . 

In  addition,  Seniors  Plus  and  SHP,  which  elected  to  provide 
chronic  care  benefits  to  moderately  Impaired  members,  were 
required  by  their  demonstration  protocols  to  complete  a  CAF  on 
such  persons  prior  to  authorizing  services.   At  all  of  the  sites, 
CAFs  were  administered  to  members  who  a  case  manager  Judged  to  be 
In  need  of  services  after  reviewing  specific  responses  to 
selected  HSF  questions  (e.g.,  a  proxy  respondent  reporting  that 
the  member  had  severe  memory  loss). 
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-^h  el**,  used  to  determine  the  NHC 
Figure  9  shows  the  criteria  each  site  u^e^^*^°^^,  ,^,3  ^ah  be 

status  of  their  enrol  lees.   ^""^  ;°''^  °^ost  restrictive  to  the 
placed  on  a  continuum  '■«^"9";9  ^'^'I.^StbTuty  for  chronic  care 
least  restrictive  in  de^e'''"'"'?^  ^'^^'el   A^ong  the  four  sites, 
benefits  and/or  case  •"a"a9«'"«"Vjf ^'^t  res^Mctlve  criteria  for 
K^ser•s  Medicare  Pius  .  .  used  ^^-^'"^l^^/.tf/iS  Me  SHP  used  the 

n:?;"i"t^^?.vrc:ue?^r'pirur^o  su^an^esth.s 

el igibl I 'ty  continuum. 

Oiven  the  differences  among  the  sites  'n  the  select, on ^of 
eligibility  ^r l ter la  and  In  the  procedures  ^^^  ^^^^  ^^^^^^  ^^^^ 
health  and  functional  status  assessment  ^^^^   ^^^^ 

considerably  In  the  9;;°^^^  ^^  J^^^^r^^^es .   Table  5  shows  the 
permitted  access  to  chronic  care  serve  ^^^  ^^^   ^^^^^ 

number  and  P^oport ion  of  S/HMO  membe  s  who  we^^^^^^^  ^^^  received 

Who  were  re^«'^'"9  f ^^"i^ees  duMng  the  fourth  quarters  of  1985 
only  case  management  services  auriny 

and  1986. 

Medicare  Plus  11  -0^--%-^  .re^ou^rreCeie:  chro^rcare'^ 
would  be  NHC  and  ^^'^ ^^^^^"[^i'llle   the  S/HMO  had  4.300 
services.  By  the  ^°>;"-*^2"Shc  '1  only  4  5  percent  or  67  percent 
members;  6.7  Percent  were  NHC  but  only  4^oP      ^^^^^^  ^^ 
were  receiving  chronic  care  services^  Anotne  periodic 

members  received  case  '"^"^S^'^^y^^J'^^i^blrs  was  larg;r  than  the 
monitoring).   The  P''°P°'-* '°"  °^  ^hrontc  care  services  for  two 
proportion  of  •"e'^»='r^'■^^ri^l  caregTCe^s  of  some  NHC  members 
reasons.   First,  the  Informal  ^^:«9^^«'^^° , „g  the  first  24  months 

-,=:r.1e:;is-:?!^  ""e  Has      o.,.^,n^..e  - 

services . 

M  Eiderplan.  the  -tua.  casem.x  of  -c-ona.  ly  ;---  --°- 

receiving  chronic  care  ^^"^^00  nrotocol    Eiderplan  projected 
projected  In  '^sdemonstrati^on  protocol   ^^   ^^^^  ^^^  ^3,,g 

that  13.8  percent  of  Its  '"e'"''®'^J  *°^  °    Of  the  four  sites. 
Chronic  care  services  at  any  given  time^  Of  ^^^^^^^  ^^^^ 

Eiderplan's  was  the  ^^ '  9^«^f.^?;°;!^^9|6   the  S/HMO  had  2.502 
benefits.   By  the  ^^^--^^^^^S^'f^d  onli  2.9  Pe^^«"^  ^^^^  receiving 
members;  4.1  percent  ^f^^  ^HC  and  oMy     w^    percent  of  NHC 

Te^re::  :irl   re^rierng^ihro^irc^e'servlLs).  Another  2.6 
iTcent    received  only  case  management. 


34 


^rt1v1tlBS  of  Daily  Living 
Eating/Feeding 
ToUatlng 
Bathing 

Dressing  and  Grooming 
Transferring 

Contlnpnra 

Bladder  Incontinence 
Bowel  Incontinence 

Mobnity 

Ambulation 

Wheel  Ing 

Need  for  Restraint 

Sensory  Tmpal  rmf-nt 
Vision 
Hearing 
Communication 

PsyghohahKvloral  PrnM«ti«; 
Disoriented 
Judgment 
Regressive 
Agitated 
Restraint  Order 
Hallucination 
Depression 
Abusive 
Assaultive 
Wandering 

Nursing  Care  and  TheraDv[.] 
Parenteral  Meds 
Inhalation  Treatment 
Oxygen 
Suctioning 
Ascetic  Dressing 
Lesion  Irrigation 
Cath/Tube  Irrigation 
Ostomy  Care 
Parenteral  Fluids 
Tube  Feeding 

Bowel/Bladder  Rehabilitation 
Bedsore  Treatment 
Indwelling  Catheter 
Other  (Describe) 
Minor  Skin  Care  and  Dressing 
Intake  and  Output 
Vital  Signs  Every  Four  Hours 
Special  Diet 
Health  Condition^ 

Other  Service  Needs 
Rehab  Services 
Medications 
Skilled  Therapy 
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(alCalled   'mobility'    In  Medicare  Plus  II. 
Ib]V1s1on  and  hearing  were  combined   Into  one   item. 

[cjin  Elderplan.  the  variable  was  'speech',  but  some  of  the  categories  were  similar  to  those  used  at 
the  other  sites  In  the  variable  called   'communication.' 

[dlThls  variable  was  called  'alert'  In  Elderplan;  it  Is  not  clear  how  comparable  It  Is  to 
'orientation.' 

[elln  order  to  categorize  any  individual  as  nursing  home  certifiable,  points  were  assigned  to  cate- 
gories of  these  variables.  However,  each  site's  scoring  system  varied,  so  It  was  very  difficult  to 
compare  total    scores  derived. 

[flFor  Medicare  Plus  II.  this  measure  of  the  frequency  of  nursing  assistance  required  Is  noted  under 
health  conditions  Including  the  specific  nursing  and  therapies  Itemized  on  other   site  forms. 


Figure  lo 

ELIBILITY  CRITERIA  FOR  CHRONIC  CARE  BENEFITS  AND  CASE  MANAGEMENT 


Medicare  Plus  II Elderplan 


Seniors  Plus 


SCAN  Health  Plan 


Eligibility  criteria 
for  chronic  care 
services 


Must  be  Nursing 
Home  Certifiable 
meeting  strict 
criteria  that 
result  In   "high" 
or  "very   high" 
probability  of 
nursing  home 
placement 


Must  be  Nursing  Heme 
Certifiable  (SNF  or 
ICF) 


Nursing  Heme  certi- 
fiable (SNF  or  ICF), 
or  moderately   Im- 
paired members  for 
whom  early   Interven- 
tion could  prevent 
deterioration 


Eligible  for  admis- 
sion to  a  SNF  or 
ICF  based  on  state 
level-of-care  cri- 
teria,   or  "at  risk" 
of   nursing  home 
placement  based  on 
cl  Inlcal  J  udgnent, 
or  moderately   Inv- 
pal red  members 


Eligibility  criteria 
for  case  management 
services 


Any  member  who  was 
moderately   or 
severely    Impaired 
who  needed  monitor- 
ing or  any   member 
"at  risk"  due  to  an 
unstable  social    or 
medical    situation 


Any  member  who  was 
severely   Impaired 
or  "at  risk"  due  to 
an  unstable  social 
or  medical    situation 


Any  member  ranging 
from  those  who  were 
severely  or  moder- 
ately  impaired  to 
well   members  who 
only   needed  infor- 
mation and  referral 


Any   member  who  was 
severely  or  moder- 
ately  Impaired,    and 
hospitalized  members 
who  were  functionally 
Independent  but 
needed  short-term 
case  management 


Most  Restrictive  Criteria 


>  Least  flestrlctlve  Criteria 
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(Number  and  proportion  of  membersmp; 


No. 

1085 

Percent  of 
Membership 

Projected 
Monbershlp, 

No.., 

Percent  of  - 
Mnmhershlp 

Pro]  ected 
Manbflrship 

MflHIcare  Plus  11 

Nursing  Hone  Certifiable  Members 

134 

4.2% 

5. OS 

289 

6.7X 

5. ox 

Members  Receiving  Chronic  Care  Services 

Ca] 

109 

3.4 

5.0 

195 

4.5 

5.0 

Members  Receiving  Case  Management  Only 

178 

5.6 

N/A 

176 

4.0 

N/A 

Total   Membership 

• 

3189 

4800 

Elderplan 

Nursing  Home  Certifiable  Members 

58 

7.5 

5.0 

103 

4.1 

13.8 

Members  Receiving  Chronic  Care  Services 

[a] 

37 

4.8[b] 

13.8 

73 

2.9Cb] 

13.8 

Members  Receiving  Case  Management  Only 

52 

6.0 

N/A 

65 

2.6 

N/A 

Total   Membership 

770 

2502 

Seniors  Plus 

Nursing  Wfme  Certifiable  Members 
Members  Receiving  Chronic  Care  Services 

Ca] 

50 

60 

11.5 
13.8Cb] 

4.3 
8.5 

122 
185 

7.2 
ll.OCb] 

4.3 
8.5 

Members  Receiving  Case  Management  Only 

35 

8.0 

N/A 

140 

8.2 

N/A 

Total   Membership 

433 

1688 

f^pAN  Health  Plan 

Nursing  Home  Certifiable  Members 

46 

4.0 

4.0 

114 

5.5 

4.0 

Members  Receiving  Chronic  Care  Services 

[a] 

100 

8.7 

10.0 

250 

12.1 

10.0 

Members  Receiving  Case  Management  Only 

28 

2.4 

N/A 

162 

7.9 

N/A 

Total   Membership 

1142 

2061 

source:    O/nnvJ  ucmunai.  •.  ai.  x^n  ^^a  M.  ^.^- ■-.  J      1 ,   ^ 
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[alMedlcare  Plus  II  and  Elderplan  did  not  Include  members  who  received  only  transportation  services  or  durable 
medical  equipment  in  their  counts  of  members  receiving  chronic  care  services.   Seniors  Plus  Includes  members 
who  receive  only  transportation  services.   SCAN  Includes  members  who  receive  either/or  transportation  and 

durable  medical  equipment.  .     j   c  ..i,^  ^,,>.-^or■ 

[bjThe  queue  to  safeguard  against  biased  selection  was  being  used  at  the  end  of  the  quarter. 


Seniors  Plus  projected  that  4.3  percent  of  Its  members  would  be 
NHC  but  that  8.5  percent  of  enrol  lees  would  receive  chronic  care 
benefits.   This  reflected  this  S/HMO's  orientation  of  using 
chronic  care  services   as  a  form  of  tertiary  prevention  to 
forestall  further  deterioration  of  moderately  or  severely 
Impaired  members  to  NHC  status.   By  the  fourth  quarter  1986,  the 
S/HMO  had  1,688  members;  7.2  percent  of  enrol  lees  were  NHC;  11 
percent  of  the  members  were  receiving  chronic  care  services;  and 
ar\  additional  8.2  percent  of  members  received  case  management 
on  ly . 

SHP  shared  Seniors  Plus'  prevention-oriented  chronic  care 
services  delivery  strategy  and  projected  that  a  larger  proportion 
of  Its  membership  would  receive  chronic  care  services  (10.0 
percent)  than  would  be  NHC  (4.0  percent).   Similar  to  Seniors 
Plus,  actual  membership  was  more  Impaired  than  anticipated.   By 
the  fourth  quarter  1986,  SHP  had  2,061  members;  5.5  percent  were 
NHC;  12.1  percent  were  receiving  chronic  care  services;  and  7.9 
percent  received  case  management  monitoring  only. 


B .    What  were  the  primary  roles  of  S/HMO  case  managers?  Did 

S/HMO  case  managers  perform  similarly  across  sites?  How  much 
did  S/HMO  case  management  cost? 

A  number  of  the  roles  of  the  S/HMO  case  managers  were  similar 
across  sites  and  tended  to  reflect  traditional  long  term  care 
case  management  functions  (e.g.,  assessment,  care  planning,  and 
service  arrangement).  During  the  fourth  quarter  1986,  the  average 
caseload  per  full  time  equivalent  case  manager  was:  Elderplan, 
45;  Medicare  Plus  II,  70;  SHP,  80,  and  Seniors  Plus,  100. 

In  large  part,  the  roles,  responsibilities,  and  authority  given 
to  the  case  management  component  of  the  S/HMO  were  determined  by 
the  organizational  model.   The  organizational  model  was  the  key 
determinate  of  the  case  management  department's  link  to  the 
larger  S/HMO  delivery  system: 

o    The  major  difference  In  case  management  practices 
between  the  established  HMO  and  long  term  care 
organization  S/HMO  models  concerned  the  degree  of 
Involvement  of  S/HMO  case  managers  In  monitoring  acute 
care  ut I  I  I zat Ion . 
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The  two  S/HMOs  affiliated  with  existing  HMOs  (I.e., 
Medicare  Plus  II  and  Seniors  Plus)  chose  to  leave 
primary  responsibility  and  control  over  acute  care 
utilization  (I.e.,  hospital  and  post-hospital  SNF  and 
home  health  care)  to  Kaiser  and  Group  Health,  Inc., 
utilization  review  and  discharge  planning  staff.   The 
long  term  care  organizations  which  created  new  prepaid 
health  plans  (i.e.,  SHP  and  Eiderplan)  attempted  to 
gain  control  over  acute  care  utilization   by  assigning 
part  of  the  utilization  review  and  discharge  planning 
responsibilities  to  the  case  management  component  of 
the  S/HMO. 

At  ail  sites,  the  case  managers  were  responsible  for 
coordinating  the  fairly  comprehensive  array  of 
Institutional  and  community-based  long  term  care 
services  constituting  the  chronic  care  benefits 
package.   All  sites  emphasized  Involving  and  supporting 
Informal  caregivers.   Face-to-face  meetings  or 
telephone  calls  were  conducted  with  caregivers  to 
negotiate  care  plans,  explain  benefits  and  co-payments, 
clarify  client  needs,  and  work  with  the  family  to  help 
them  accept  member  disabilities  and  provide  support  for 
careglvlng  efforts.   Most  Importantly,  all  sites  had 
written  guidelines  specifying  that  no  chronic  care 
services  could  be  authorized  without  first  exploring 
the  availability  of  and  potential  help  from  Informal 
careg I  vers. 

In  monitoring  chronic  care  services  and  allocating 
resources,  the  demonstration  protocol  called  for  case 
managers  to  recertify  members  as  NHC  every  3  months 
using  their  respective  State's  nursing  home 
certification  form.   Case  managers  were  also  required 
to  reassess  all  enrol  lees  receiving  chronic  care 
services  at  6  month  intervals  using  a  scaled-down 
version  of  the  CAP.  At  most  sites,  case  managers  viewed 
formal  CAP  reassessment  as  unnecessary.   Many  case 
managers  felt  that  their  frequent  contact  with  the 
enrol  lee  and/or  their  family  provided  sufficient 
Information  for  services  monitoring  and  care  planning. 
By  the  end  of  the  second  year.  Medicare  Pius  11  and  SHP 
were  on  schedule  In  conducting  CAP  reassessments  while 
case  managers  at  Seniors  Plus  and  Eiderplan  were 
running  behind  schedule. 
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o    At  each  of  the  sites,  one  of  the  primary  roles  of  case 
managers  was  resource  allocation  —  authorizing  and 
overseeing  members'  chronic  care  services  use  and 
costs.   Because  the  dollar  amount  of  chronic  care 
resources  available  was  capped,   this  task  required 
developing  a  long  term  plan  of  utilization  of  the 
chronic  care  services  to  prevent  the  enrol  lee  from 
exhausting  these  benefits. 

To  date.  It  appears  that  S/HMO  case  managers  have  been 
able  to  monitor  and  allocate  benefits  with  considerable 
success.   For  example,  during  the  fourth  quarter  1986, 
the  sites  reported  that  only  a  small  number  of  members 
had  exhausted  their  benefits:  SHP,  0;   Medicare  Plus 
II,  1;  Elderplan,  4;  and  Seniors  Plus,  7.  (4) 

Finally,  Table  6  shows  unaudited  per  member  per  month  costs  for 
case  management.   Cross-site  comparisons  must  be  Interpreted 
cautiously  because  the  sites  varied  considerably  with  respect  to 
administrative,  clerical,  and  other  support  staff  time  allocated 
to  case  management.   In  addition,  at  Medicare  Plus  II  and  Seniors 
Plus,  reported  case  management  costs  did  not  Include  those 
expenses  associated  with  services  performed  on  S/HMO  enrol  lees  by 
HMO  personnel  such  as  utilization  review  and  discharge  planning. 


Medicare  Plus  II  has  had  only  1  member  exhaust  their 
chronic  care  services  eligibility  by  using  100  days  of 
nursing  home  care  In  a  single  spell  of  Illness.   No 
members  have  used  their  $12,000.   To  date,  6  members 
had  exhausted  their  100  days  of  nursing  home  care  over 
the  course  of  their  membership. 
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Table  & 
CASE  MANAGEMENT  COSTS  IN  1985  AND  1986 


Site 

1985  Crests 

Peroent  of 
Total  Budget 

1986  Costs 

lMrM[a] 

Peroent  of 
Total  Budget 

Madioure  Plus  H 

$  4.50 

1.7[b] 

$  4.50 

1.6[b] 

Elderplan 

23.91 

3.5% 

9.92 

2.2% 

Seniors  Plxis 

39.27 

9.3 

9.17 

3.2 

SCAN  Health  Plan 

22.20 

4.3 

15.37 

3.9 

Souroe:     S/HhD  Deironstration  Quarterly  R^»rts,  1985,  1986.     Note:     These  are 
xjna\rlited  data  from  the  Quaterly  R^x>rts.     Not  all  cladms  were 
submitted  vftien  these  r^x5rts  were  prepared  in  November  1987. 

[a]  Average  costs  per  meanber  per  month.  

[b]  The  Medicare  Plus  II  costs  were  based  on  the  average  adjusted  ocmraunity 
rate  for  case  management  during  1985  and  1986.     Actual  case  management 
costs  reached  $6.75  pnpn  by  the  end  of  1986. 


VI  I .  Summary  and  Conclusions 

The  findings  Included  In  this  report  and  Its  technical  appendices 
cover  the  30  month  period  In  which  HCFA  consented  to  share 
financial  risk  with  the  S/HMO  demonstrations.   This  report  cannot 
provide  insights  into  the  performance  of  these  demonstrations  ?n 
ITtTsTiL^'l    '-'^'^-^^^^'"S-  ^°^  this  reason.  HCFA  Is  re  I  uc  Jan 
at  this  time  to  recommend  specific  changes  In  the  Medicare 
program  that  could  facilitate  the  growth  of  the  S/HMO  concept 
All  four  Of  the  demonstration  sites  are  now  at  full  risk  for  the 
wh^^K  r  °!  *^^  Congressional ly  mandated  demonstration  period 

Of  ?2«5^^  ^TT^^^*^"'^^^  ^y    the  Omnibus  Budget  Reconciliation  Act 
of  1987  until  September  30,  1992.  o«-'«n  mcx 

!!;!L?f®"^'°"  "'"  P^""'^  ^"^^^'^   evaluator  to  examine  the  cost- 

d  f?^r 'n^?^J?  °'.r^  ^'""^^  ^°"^^P^  ^'*^  '"'"""^'  consideration  to 
differentiating  the  negative  Impacts  of  start-up  related  problems 

d?r:c    ?r?e:It2d"to    ?h"'''?    '"^'''    "^'^"^    ''^"^   '^-^-"^   Trnpa^Js   "   ' 
ch^raci^r^^itcrora's/HMS.'^'^   organizing   and    financing 

The  ultimate  test  remains  as  to  whether  the  S/HMOs  can  become 
n  2^«?d^K'^r'^^'^  organizations  or  product  lines  within  ?arger 
prepaid  health  plan  organizations  now  that  they  have  had  to 

^dmin?.."  Z'"""^'^'  '■'"'•   W'"  the  S/HMOs  continue  ?o  reduce 
administrative  costs  and  bring  these  costs  Into  line  with  more 

utM^zIt?on  'T^  ''''°''   """  *"^^  ^^   =^'^  *°  ^°"trol  acute  care 
m!J,ilr   K    and  expenditures  at  competitive  levels?  Will  s/HMO 
Tnnn  .!     """^  Increasingly  functionally  Impaired  with  Increasing 
long-term  care  needs  and  how  will  the  S/HMOs  control  chronic  care 
expenditures  within  projected  budgets?   Extending  °;,/^'°"'^  ""^'^ 
demonstrations  affords  the  opportunity  to  examine  these  Issues. 

This  report  has  presented  findings  primarily   related  to  the 
operational  feasibility  of  the  S/HMO  concept.  The  most  Important 
observations  that  can  be  made  from  this  report  are: 

o     From  an  organizing  and  management  perspective 

developing  the  S/HMO  concept  In  the  context  of   or  In 
association  with,  a  mature  health  maintenance 
organization  that  has  evidenced  a  sustained  growth  and 
commitment  to   serving  Medicare  beneficiaries  Is  less 
costly  and  administratively  less  complicated  than 
having  long  term  care  providers  first  develop  the  acute 
care  services  infrastructure   necessary  to  support 
S/HMO  chronic  care  benefits.  However,  results  of  the 
yet  to  be  completed  cost-effectiveness  analysis  may 
modify  this  interim  conclusion. 
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For  mature  HMOs  that  already  have  a  TEFRA  HMO  or  CMP 
contract,  there  appear  to  be  two  principal  organizing 
questions:  (1)   how  to  simultaneously  market  more  than 
one  Medicare  prepaid  health  plan  and  (2)  how  to 
integrate  the  chronic  care  services  component  of  the 
S/HMO  concept  with  existing  acute  care  delivery 
systems.  In  Its  marketing  approach,  KP  purposively 
minimized  the  problem  of  Medicare  product  competition. 
Seniors  Plus  did  experience  enrollment  problems  that 
can  be  associated  with   Its  sponsor.  Group  Health, 
Inc.,  dually  marketing  the  S/HMO  and  a  TEFRA  HMO. 'with 
much  concerted  effort  on  the  part  of  S/HMO  staff, 
problems  in  services  Integration  were  not  encountered. 

Long  term  care  organizations  interested  in  developing 
the  S/HMO  concept  need  to  fully  understand  the 
considerable  staff  and  financial  resources  and  prepaid 
acute  health  care  managerial  expertise  that  is 
necessary  for  successful  S/HMO  start-up.   Based  on 
Elderplan's  and  SHP ' s  experience,  long  term  care 
providers  considering  initiating  a  S/HMO-type  venture 
should  anticipate  the  need  for  external  assistance  to 
share  the  financial  risks  and  management  challenges  of 
such  an  organizational  Innovation. 

All  S/HMOs  were  able  to  contain  hospital  use  at  or  below 
their  own  budget  projections,  and  at  levels  below  that 
provided  to  f ee-f or-serv i ce  Medicare  beneficiaries  in  their 
commun I t I es . 

Ail  the  S/HMOs  lost  substantially  more  money  than  they 
expected  to  lose  during  the  developmental  phase  of  this 
demonstration.  At  three  sites  (I.e.,  Elderpian,  SHP,  and 
Seniors  Plus),  financial  losses  were  primarily 
attributable  to  high  start-up  and  administrative  costs, 
coupled  with  much  lower  than  expected  enrollments 
(i.e.,  considerably  less  revenue  than  projected).   At 
KP's  Medicare  Plus  II,  losses  were  related  to  providing 
Medicare  covered  services  and  not  to  providing  the 
S/HMO  chronic  care  services  benefits  where  a  surplus 
resu I  ted . 


3 
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As  designed  and  marketed,  with  the  exception  of  KP ,  the 
S/HMOs  experienced  difficulties  In  competing  with  available 
prepaid  health  plan  Medicare  alternatives.  Factors 
negatively  affecting  the  S/HMOs'  competitive  position  were 
price,  limitations  in  advertising  budgets,  difficulties  in 
developing  marlceting  strategies  that  attempted  to  use  the 
chronic  care  services  component  of  the  S/HMO  benefit  package 
to  differentiate  the  product  from  high  option  TEFRA  HMO 
alternatives,  and  an  externally  imposed  capacity 
constraint  on  enrolling  nursing  home  certifiable 
persons . 

With  the  exception  of  Elderplan,  the  demonstration  sites 
appear  to  have  enrolled  a  representative  cross-section  of 
Medicare  beneficiaries  as  evidenced  by  their  members 
functional  impairment  levels.   The  percentage  of 
severely,  and  especially,  moderately  Impaired  persons 
who  enrolled  in  three  of  the  four  demonstrations  was 
greater  than  or  equal  to  an  estimated  distribution  of 
functional  impairment  among  f ee-f or-serv I ce 
beneficiaries   In  Portland,  Long  Beach,  and   the  Twin 
Cities. 

Compared  to  persons  who  could  have  enrolled  In  the 
S/HMOs  but  decided  to  Join  TEFRA  competitors  Instead, 
based  upon  Impairment  levels,  the  S/HMOs  appear  to  have 
experienced  an  adverse  selection  relative  to  their 
compet 1 1 1  on . 

This  finding  has  direct  implications  for  how  the 
availability  of  chronic  care  services  affects  marketing  the 
S/HMO.  Since  the  S/HMOs  are  also  offering  expanded  services 
(e.g.,  prescription  drugs,  eyeglasses),  to  the  extent 
that  they  further  promote  the  unique  chronic  care 
benefits  package  as  a  means  of  differentiating 
themselves  from  TEFRA  HMO  competition,  they  risk 
Increasing  the  probability  of  attracting 
disproportionate  numbers  of  severely  or  moderately 
Impaired  Medicare  beneficiaries  (i.e.,  encourage 
adverse  selection). 

Compared  to  TEFRA  HMO  enrol  lees  who  tended  to  Join 
prepaid  health  plans  based  on  financial  considerations, 
Medicare  beneficiaries  clearly  tended  to  Join  the  S/HMO 
to  obtain  more  benefits. 
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The  evaluation  has  no  direct  empirical  evidence  as  to 
whether  Medicare  beneficiaries  Joining  a  S/HMO 
primarily  because  of  additional  benefits  were 
especially  attracted  because  of  chronic  care  services 
availability  or  because  of  expanded  services  not 
covered  by  Medicare  or  available  HMO  alternatives 
(e.g.,  prescription  drugs).  However,  data  on  the 
likelihood  of  nursing  home  admission  and  use  of 
community-based  chronic  care  services  prior  to 
enrollment  and  the  likelihood  of  purchasing  long  term 
care  Insurance  would  seem  to  Indicate  that  the 
availability  of  the  chronic  care  services  component  of 
the  S/HMO   benefit  package  was  not  a  primary 
contributor  to  the  enrollment  decision. 

The  finding  that  an  estimated  49  to  62  percent  of  TEFRA 
HMO  enrol  lees  and  29  to  38  percent  of  f ee-f or-serv I ce 
Medicare  beneficiaries  surveyed  believed  they  had 
chronic  care  services  available  under  their  current 
coverage  Is  evidence  of  possible  confusion  over  the 
coverage  limits  of  standard  Medicare  SNF  and  home 
health  benefits. 

Given  differences  among  the  sites  In  the  selection  of 
eligibility  criteria  and  In  the  procedures  for 
conducting  health  and  functional  status  assessments 
the  four  S/HMOs  vary  considerably  In  the  groups  of 
S/HMO  enrol  lees  that  have  been  permitted  access  to 
chronic  care  services. 

To  date,  It  appears  that  S/HMO  case  managers  have  been 
able  to  monitor  and  allocate  chronic  care  benefits  with 
considerable  success.   Few  functionally  Impaired 
enrol  lees  using  chronic  care  services  have  exhausted 
these  benefits.   However,  further  analysis  is  needed  on 
the  relationship  between  the  use  of  chronic  care 
services  and  the  actual  clinical  needs  of  S/HMO 
enrol  lees  eligible  to  receive  these  services. 

Levels  of  expenditures  for  S/HMO  chronic  care  benefits 
result  from  a  complex  Interaction  between  managing 
acute  care  utilization,  applying  assessment  criteria 
for  determining  enrol  lees'  eligibility  to  receive 
chronic  care  benefits,  negotiating  favorable  payment 
rates  for  Institutional  and  In-home  chronic  care 
services,  and  allocating  chronic  care  benefits 
balancing  the  use  of  Informal  caregivers  with  formal 
services,  capped  by  a  dollar  limit. 
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